


Institutional Archive of the Naval Postgraduate School 


Calhoun: The NPS Institutional Archive 
DSpace Repository 


Theses and Dissertations l. Thesis and Dissertation Collection, all items 


1973 


U.S. Federal Reserve sharing: blueprint for 
local tax relief or increased tax burden?. 


Cheshire, Leonard P. 


George Washington University 


http://hdl.handle.net/10945/16862 


Downloaded from NPS Archive: Calhoun 


Calhoun is the Naval Postgraduate School's public access digital repository for 


j (8 D U DLEY research materials and institutional publications created by the NPS community. 
FW : Calhoun is named for Professor of Mathematics Guy K. Calhoun, NPS's first 





KNOX appointed — and published — scholarly author. 


"Wy LIBRARY Dudley Knox Library / Naval Postgraduate School 


411 Dyer Road / 1 University Circle 
Monterey, California USA 93943 





http://www.nps.edu/library 


| U., S, FEDERAL REVENUE SHARING: BLUEPRINT 
FOR LOCAL TAX RELIEF OR INCREASED TAX BURDEN? 


Leonard P, Cheshire 








U. S. FEDERAL REVENUE SHARING: BLUEPRINT FOR 


LOCAL TAX RELIEF OR INCREASED TAX BURDEN? 


by 


Leonard P. Cheshire, Jr. 


ty 


Bachelor of Industrial Engineering 
University of Florida 


1959 


A Thesis Submitted to the School of Government and 
Business Administration of the George Washington 
University in Partial Fulfillment of the 
Requirements for the Degree of 
Master of Business Administration 


May 1973 


Thesis directed by 
Stephen R. Chitwood, Ph.D. 


Associate Professor of Public Administration 





CHAPTER 
HAPTER 


HAPTER 


CHAPTER 


CHAPTER 


CHAPTER 


CHAPTER 


CHAPTER 


MENDIX I. 


EXDEENDIX II. 


Tee oe CONTENTS 


ee IO IN : : : 
TI: THE GOALS OF REVENUE SHARING. a 
rI: BACKGROUND SURVEY OF THR REVENUE 
SHARING CONCEPT . DNE . .. 
Ty POLITICAL ACCOMODATIONS LEADING TO 
PASSAGE OF THE REVENUE SHARING ACT. 
We BRUNO Vibe StTATE AND LOCAL 
PoC eno rol ANCE ACT OF 1972 2 
vE PURPOSES FOR WHICH REVENUE SHARING 
E pu USED, HL 2 
ps OCR TCA CTAA LYSIS OR REVENUE 


ltr TAV DTA 
mr Oe [NUT e . e = e 


MI CONCEUSTONS . . 


Pit NE , 


ENNSSETIOGRAPHY . . . . . . 


al 


AO ie RV EWS. CONDUCTED 
WITH OFFICIALS OF LOCAL GOVERNMENTS 


COMPARISON OY FOUR REVENUE SHARING 


Library 
Naval Pestgraduate Schoo! 
Monterey, California 93^ ' 


PAGE 


26 


ec 


o . rI- 


< CRS 


> 230 





CHAPTERS 
UNTRODUCTION 
Derinition of the Problem Area 


The state and local governments of the United States 
bear the brunt of many difficult domestic problems such as ed- 
Marton, health, and welfare. The costs of providing these 
services tend, in many cases, to exceed the economic growth of 
moe communities. Hence, the ability to meet these increasing 
demands has steadily deteriorated in many areas, most notably 
Maewtarge cities. Tnis has been particularly true during the 
last decade. The dramatic increase in spending at the state ana 
local levels has come about in response to a number of develop- 
wees, general population growth, increases in size of our cities 
and the accompanying need for more social and economic services, 
mre inflation, and the increasing tendency for people to ex- 
pect the government to solve more problems for the individual. 
Eng further to the financial problems of many communities has 
been une flight of middle and high income people from cities to 
the suburbs, leaving cities with the heavy burden of providing 
Services to large numbers of people with low incomes who are able 


Bay Only a small share of the cost of government services. 





peove ana local revenues, based primarily on sales and property 
taxes, often do not keep pace with national economic growth." 

er wer esıinserjmaneıaıe situation of many of the state and 
Mal £Overnmenvs, particularly the large cities, provides part 
Ol the backdrop that led the Nixon Administration to devote its 
efforts toward some type of Federal assistance to the state and 
macal communities. In his address to the Nation on domestic 
programs on August 8, 1969, President Nixon stressed the neces- 
sity of implementing a revenue sharing system as soon as pos- 
sible. ina series of successive moves, the Nixon Administration 
and legislative supporters introduced revenue sharing bills that 
minaliy saw passage on October 20, 1972, of en State and Local 
Leal Assistance Act of 1972. 

Supporters of revenue sharing legislation assert that 
state and local governments in general are experiencing a fiscal 
Basis that can be alleviated only by funds from the Federal Gov- 
ment, and that the Act of 19/2 will not only relieve this crisis, 
but will also reduce the pressures for increased property taxes, 
Burzmoney where the need is greatest, move money and power closer 
to the people, and combine resources and responsibilities at ap- 
Bropriate levels "ae s Opponents, on the other hand, 
E uc admitting that some local governments, primarily the large 

en Er udonsp..cdesess. (1972); Committee on 
Emucnce, U.S. Senate, Report Torether with Additional and Minor- 
Seve views (to Accompany H.R. 14370), p. 9. 


NM. Department of the Treasury. What Revenue Sharing 
MU bout. (Washington, D.C.: Government Printing Office, 


EM po. 2-3. 





Zur, go Lace a fiscal crisis, deny that state and local gov- 
ernments face a common fiscal crisis and maintain that revenue 
ENrsnge Is a disastrously conceived concept that will do more 
mae chan good. Opponents of revenue sharing also maintain that 
the system as finally adopted is not designed to aid those gov- 


ernments with the greatest need for assistance.” 
The Research Question 


This study is undertaken to examine the provisions of 
the State and Local Fiscal Assistance Act of 1972, discuss the 
goals of this act’ and the premises on which these goals are 
based, evaluate the conflicting views of the proponents and op- 
Menos Of revenue sharing, and assess the ramifications of this 
new system of Federal assistance. The primary research question 
E Een be stated as: "What are the implications of current 
Federal revenue sharing for future taxation measures by state 
and local governments?" 

To facilitate the development of the topic, the following 
Subsidiary questions will be investigated: 

1. What changes in the concept of Federal revenue sharing 
took place from the time legislation was first intro- 
duced in Congress to the time it was enacted into law? 

Eee iors O 11 tical trace-off's were necessary to achieve 


passage of revenue sharing legislation? 


EE mete oend Cona., 2d Sess. (1972); Committee on 


Ways and Means, U.S. House of EZepresentatives, Report with Sup- 
puEnt2l. Add-tionali, and Diszsenting Views (to Accompany H.R. 









NN. po. 55-110. 





3. What is the present status of the revenue sharing 
program? 

4. How will revenue sharing affect state and local 
spending? 

5. How will revenue sharing affect state and local 


taxation? 
Purpose and Objectives of the Study 


The purpose of this study is to determine the effects 
that revenue sharing will have on the administration of the state 
and local governments insofar as spending and taxation policies 
ExcEconcerned. This determination will nocessitate consider: 
zn oi tche national politics involved in the m of re- 
venue sharing legislation, factors relating to the computation 
of funds received by each unit of government, and the expecta- 


tions of the public as to the permanency of revenue sharing. 
Scope of the Study 


Luawas Oricinally intended that this study investigate 
the ramifications of revenue sharing at both the national and 
local levels of government, but it soon became apparent that the 
eomplexity of the Federal budgetary and taxation processes pro- 
ted the inclusion in a limited study of this nature of the 
effects of revenue sharing on the national economy. It was de- 
Eg therefore, to concentrate on the state and local govern- 


Mis primarily the latter, inasmuch as these units of govern- 





ments were to be the recipients of the benefits of revenue shar- 
ing. The role of the Federal government in adopting revenue 
Sharing funds, and the amount of money involved are discussed in 
this study, but there is no attempt to explain how the money is 
momoe raised by the Federal government or determine the possible 


affects on Federal taxation policies or the national debt. 
Methodology 


The information for this study was gathered from both 
primary and secondary sources. Interviews were conducted with 
Officials of several Federal agencies, U.S. Representative Ella 
rasse of Connecticut, and with mayors, city managers, and 
wen officials of city, town, and county governments in several 
states. No written questionnaire was developed for mailing pur- 
poses, but questions appropriate to each interview were prepared 
in advance of the scheduled interview for use therein.  Informa- 
meen Obtained by interview is used in various sections of this 
paper, but inasmuch as most of the interviews were conducted with 
Meee exeCutive officials to ascertain their intended use of re- 
memes sharing funds, most of this information is included in 
Chapter VI and Avpendix Il. 

Be maınıme Information for this study was obtained 
from secondary sources and is used in the development of back- 
meena and technical information. The secondary sources were 
egerally in the form of official publications or documents of a 


Aupa e nature. 





The analysis of the data gathered was inductive in nature 
and the conclusions were reached using this manner of reasoning. 
ieee Was no attempt to arrive at conclusions using statistical 
methods. Much of the information obtained by interview was ten- 

tative in nature and in any event was not easily adaptable to 


EGbisuical or computer applications. 
Cni Caci ons 


Revenue sharing as adopted by the Act of 1972 is a very 
new concept. The first checks under this system had just been 
distributed by the Treasury Department at the time interviews 
were conducted and other sources investigated. Many units of 
government have not yet decided how their funds are to be employed 
and many questions remain concerning the proper use of funds, 
monitoring of the system, and the future of revenue sharing. 
imemerore, the conclusions arrived at in this study are based on 
avery limited experience under the new revenue sharing system. 
This system under the 1972 legislation has a scheduled life of 
w Eear, so the possibility exists that the eventual effects 
of revenue sharing will not be the same as presently anticipated." 

As previously mentioned, the conelusions of this study are 
based On Statistical methods, but rather on inductive reason- 
miemeenpicving information from primary and secondary sources. 


Beever oa bOcal Hiseal Assistance Act of 1972, Sec. 
ime oo Stat. | I 
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CHAPTER TITI 
THE GOALS OF REVENUE SHARING 
General 


hoVemmemonarine ass OftCem been stressed as a policy 
miosurument of great versatility by its proponents and has 
been presented as a program with many different simultaneous 
objectives. In his revenue sharing message to Congress on 
August 13, 1969, President Nixon stated: 


Our ultimate purposes are many: To restore to the States 
EDS ro»epnr'"nhucswsnd roles ir che Federal- system with 
ey emphasis on and help for local responsiveness; to 
A a Line Encouragement and the necessary resources 
for local and State officials to exercise leadership in 
Solving their own problems; to narrow the distance bet- 
ween people and' the government agencies dealing vith their 
Beem lens, co restore strength and vigor to local and State 
Memwerimenrs,; tO shift the balance of political power away 
from Washington and back to the country and the people. 


Mente sharing as envisioned by President Nixon is the keystone 
to his philosophy of "New Federalism" under which power and in- 
memomee would flow to the state and local governments, reversing 
the trend of the past few decades. As the President views the 
Aa cion, 1t was the flow of money to Washington following the 
I 

Pore Ve Betrerenee Service. Library of Congress. 
Resolved: That the Federal Government Should Grant Annually 
Pepe ciiaic Percentare of Its Income Tax Revenue to the 
Meee sOvernments: A Coilection of Excerpts Kelatins to 
EN ULCPcolles*iate Debate "opic, i069-1970, (Document 


221 77—1535). Washington, D.C.: Government Printing Office, 
EX. p. 4. 









8 





adoption of the a income tax early in this century that 
ereared the concentration of power and authority in Washington, 
pmo only a reverse flow of money can create a corresponding 
meverse flow of power and authority. 

The key words in the President's message to Congress 
consist of the phrase, "Our ultimate purposes are many." Some 
of the purposes have been described in detail and appear to be 
fairly straightforward. Other purposes seem to be referred to 
in a more oblique manner. Revenue sharing is definitely much 
more than an economic measure designed to assist lower echelon 
governments. Some of the more detailed goals and purposes of 


revenue sharing are discussed below. 
Tocco ts vance vO Stave and Local Governments 


pernos one most immediate goal oí revenue sharing is to 
help relieve the fiscal pressures on the state and local govern- 
Es. This goal is both quantitative and qualitative in 
nature: quantitative in the sense that Federal funds are to be 
Bagaed vo the limited local resources, and qualitative in the sense 
that improvements in the quality of local services are to be 
realized, especially in the poorer states, and that local initia- 
tive and responsibility are to be stimulated as part of the 


enal interest in revitalizing state and local government. 


A 2. 


“Ibid., p. 2l. 





10 
Revitalization oi State and Local Government 


Ia aaron tre benefits of immediate cash, the 
Vitality, efficiency, and fiscal independence of state and local 
mevernments are to be ae This goal is actually a re- 

E ression of the traditional American faith in pluralism, de- 
pentralization, and E DC ioe G ino Ghis goal is that 
there is enough money at the Federal level to finance our national 
Peeprams, but there is not enough wisdom to administer them at 
Bn |. iinecrelore, the states and localities are to be relied 
Eu uto Carry out the centrally financed programs. This revital- 
Mmfavion is to be brought about by "EE financial elbow- 
Pm. iree Of political penaities that would accompany an increase 
Peetocal taxes; by nourishing the purely local services and build- 
Esos start and structure to carry them out effectively; and by 
peeing the economically weaker states to provide the same scope 
and quality of services as the wealthier states, without imposing 


unreasonable burdens on their ee 
Movement of Money and Power Closer to the People 


President Nixon has repeatedly emphasized the view that’ 
Paeweovernment closest e MDCORMen l.e., Svave and local gov- 
ment, is best able to provide the services that directly 
arreet most of the people. Revenue sharing, therefore, is to 


Midas the flow of both funds and power to the local level 


mud 21 


“Ibid., pp. 26-27. 





ls 


for this purpose. Narrowing the distance between people and 


the government is a recurring theme of the "New Federalism." 
Redistribution of Income 


Redistribution of income is not one of the goals of rev- 
enue sharing to which the President has given emphasis, but the 
structure of the legislation leaves no doubt that this is a major 
goal of revenue sharing as ultimately adopted. Though difficult 
tO pinpoint, there is a good deal of evidence that the redistri- 
Myon aspect of the bill resulted primarily from Congressional 


mem pulation. 
Seımularıenseor State and Local Tax Efforts 


It has long been recognized by even the most ardent pro- 
ponents of revenue sharing that many state and local governments 
have not employed their tax resources to the fullest possible 
extent and that many of these units of government are experiencing 
fiscal difficulties primarily because they have failed to insti- 
tute the necessary taxation Pre For this reason all the 
EUN DUS revenue sharing proposals, including the President's 
Enal proposal and the final Act of 19/2, have given great 
emphasis to rewarding those governments that maintain or expand 
their own taxation efforts. This emphasis has taken the form of 
a "general tax effort" factor used in the revenue sharing formulas 

ER ie one ena) Cone., 2d Sess. (1972); Committee on 
Ways and Means, U.S. House of Representatives, Report with 


PUDDLlemental, Additional, and Dissenting Views (to Accompany 
Ber. 14370), 2. 92. 
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mor distribution of ra This will be discussed in more 


detail in Chapter V. 


tstate anda Localisisecal Assistance Act of 1972. 
Sec. 109, SEAL LO LLO Te). 





CHAPTER -ITI 
BACKGROUND SURVEYT OF THE REVENUE SHARING CONCEPT 
General 


se nero scomeept Of revenue sharing took shape in 
America as far back as 1805 when President Jefferson in his 
second inaugural address urged that Federal revenue be used 
wne che states for canals, rivers, roads, arts, education 
mocher great objects within each state.” However, ir Isl o I 
received little serious consideration for another century 
and a half. Though the Federal Government long ago established 
is bem of grants-in-aid to states, funds transferred to the 
phates under this program were allocated for specific projects 
and there was no attempt to use the grants-in-aid system as a 
Germ Of revenue sharing over which the states could exercise 
control. In the 1950's and 1960's a resurgence of interest in 
a system of Federal revenue sharing arose amidst both academic 
and political leaders. No concrete results in the form of legis- 
lation took place during these two decades, but the interest in 
such a plan was sustained, and gradually more influential people 
perceived the need for some form of revenue sharing as essential 

EC CUt Ive Cea e o ee resident. The Domestic Council. 


Story of Revenue Sharing., Washington, D.C.: Government 
neg Office, 1971, p. 1. 


ES 





14 


to national and local government interests. 

America has changed radically during the past few decades, 
E culspPiy since World War II. The economic, social, and pol- 
itical developments of this period have greatly enhanced the fiscal 
position of the national government and have resulted in the flow 
of vast political power to the.Federal correa At the same 
Mies the forces that brought about these changes have contri- 
Meda tO the plight of the state and local governments. The net 
result has been the creation of what has been called "the fiscal 
mis-match."* In other words, there has been a reversal in the 
fiscal relationships between the Federal government and the state 
amd local governments. For example, in 1930 state and local gov- 
ernments collected more taxes than the Federal government; today, 
however, the Federal government collects two-thirds of all taxes. 
Prior to 1940, the Federal government devoted over 80 percent of 
its budget to domestic purposes, but today only 44 percent of the 
Federal budget goes for domestic purposes.” One factor has re- 
mained constant while this reversal of roles took place: the 
American people still look to the te and local governments for 
ESSO and educational services. 

While political power and funds generated by taxation have 


become concentrated at the national level, drastic changes in 


lNational Peto Vewor “re res — Urn. Conference of Mayors. 
BENEDSOPTt Revenue Sharing. Washington, D.C., 1972, p. 1H. 
“Thid. 


SRevenue me Advisory Service, Inc. Why Revenue 
Baer, Washington, D.C., 1972, p. T. 





E» 


patterns oi living have rapidly increased the urbanization of 
American society, resulting in the demand for more extensive 
EUST, welfare, and educational services at the local level. 
Meco ntinuation of the Industrial Revolution, particularly the 
MEA inaustrialization of agriculture, created a rural-to-urban 
Mira cion that has resulted in an increasing concentration of 
unskilled workers in the urban centers, which, in turn, has 
caused middle and upper income groups to congregate in the suburbs. 1 
Other factors have aggravated this polarization of the poor, un- 
saıTled workers in the core cities and the middle and upper income 
Groups in the suburbs. Fragmentation of the national welfare 
system allowed many states to pay only a fraction of the relief 
Meemewas being paid in other states, thus creating a migration 
from the rural South to the industrialized cities of the North. 
Federal Housing Authority (FHA) policies contributed to urban 
Sprawl and the flight to the suburbs of the middle and upper in- 
Come sroups by subsidizing more than ten times as many units of 
Innen the suburbs than in the inner city. The national high- 
way program further stimulated the suburban exodus by the con- 
struction of endless freeway systems while ignoring the need for 
urban mass transit. Therefore, national policies have contributed 
to the steady deterioration of the nation's a The demand 
IN orvices in the cities remaíns high, but the populations 


Peereot are able to pay only small share of the expenses. 


UT : : : 
Semen Sharing Advisory Service, Ine. Why Revenue 


ee, Wasninston, D.C., 1972, p. 6. 


o 
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It was the plight of the large cities that sparked the 
drive for a system of Federal revenue sharing, though as we 
HUI see later, the system as ultimately adopted does not give 
particular emphasis to solving the cities' fiscal problems. In 
m senting his revenue sharing proposal to Congress, President 
Nixon stated: 

BUM cowIUDE Tiseal erisjis... in our states and communities 
is the result in large measure of a fiscal mismatch; needs 
grow fastest at one level while the revenues grow fastest 
Erhne other. This fiscal mismatch is accompanied, in turn, 
by an “efficiency mismatch"; taxes are collected most 
efficiently by the highly centralized Federal tax system 
while public funds are often spent most efficiently when 
Meeisions are made by stave and local authorities. What is 
needed, then, is a program under which we can enjoy the 
best of both worlds, a program that will combine the ef- 
ficiencies decentralized expenditure. What is needed, in 


short, js a program for sharing Federal tax revenues with 
state and locali governments. 


Sources of Revenue of State and Local Governments 


State and local governments rely heavily on property and 
sales taxes for revenues, and for this reason additional tax re- 
venues have recently become increasingly difficult to obtain. 
Inasmuch as these revenue sources as not increase rapidly as 
income levels rise, revenue increases must be obtained through 
mer aer eases, a politically distasteful and dangerous course 
ør action at the lower levels of government. 

For many core cities the financial problems are partic- 
ularly acute. The movement of middle income and high income 

E uc Orice of the President. Domesu ter cover. 


m 
DEC 
EUN Sstory of Revenue Sharing. Washington, D.C.: Government 
cine Office, 1971, p. io. 





w 


people to the suburbs has resulted in a dwindling tax base for 

the cities. Another factor aggravating this situation is that 
some states and localities have not made effective use of the 
EEXenüue resources available to them. There are substantial varia- 
tions in the tax effort made by the various states and localities. 

In 1970 state and local governments derived about 74 
percent of their total tax revenue from property and sales taxes-- 
sources whose yields rise only about proportionately with in- 
@eeescs in income levels. In contrast, state and local income 
taxes--the taxes whose yields rise relatively ravidly as income 
levels increase--accounted for only about 17 percent of their 
total tax revenue. 

Local governments are much more restricted in the tax- 
ation measures available to them than are the state governments. 
Even with heavy sales taxes and local voroverty taxes, local gov- 
menes in some cases are not able to provide the services ex- 
Ed by the communities. This is particularly true in the 
Merete Cities. State governments, on the other hand, are exper- 
Mewes surplus budgets at present, and many could increase their 


revenues even more through more effective use of the state income 


Peto. 





recast Is Fine for the States," Eusiness 
a —— ——À —— ——— — MM 
pP. D | 
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Since some local governments clearly are in need of ad- 
NMCrIonal sources of revenues, and since the states are in a 
position to raise these revenues, it seems incumbent upon the 
E corovernments to assist the local governments, rather than 
E cer)ng the Federal government to do so. In any event, it is 
that Federal revenue sharing is not the only remaining 


wnc on to the problems of the big cities. 
Fiscal Situation of State and Local Governments 


TU js difficult to generalize about the fiscal situation 
Of state and local governments, inasmuch as there are almost 
39,000 units of local government in addition to the 50 state 
ments.” Dareroversnr nes wich.the severest fiscal cuation, 
E c 27e the large cities. Ine migration of low income groups 
Ne clties, the departure of the higher income groups there- 
from, and the limited taxation measures available to the cities 
have already been discussed. Most state and local governments, 
exclusive of the large cities, however, are not experiencing 
fiscal difficulties that cannot be solved by taking reasonable 
measures within their authority. 

matter Ot fact, most state governments have operated 
with a small budgetary Palanecsırschezpast few years. "There were 
17 states that experienced a deficit in 1968, 8 in 1969, and 14 
EEUU). PZurthermore, most of those with deficits were only 

“Ose Department of the Treasury. What Revenue Sharing 


EM "bout. Washington, D.C.: Government Printing Office, 
moe, p. i. 





AT 


sserehtly in the sed. In the aggregate, state govern- 
ments in 1970 received revenues of $130.8 billion and expended 
IAS billion, for a deficit of only a half billion en 
nared tO the Federal deficit, a half billion dollar deficit 
E Dc state governments is insignificant, even taking into con- 
sideration the difference in levels of receipts and expenditures. 
Several states are realizing a very substantial surplus 
ner budgets. Florida, for example, a state that has no per- 
sonal income tax and a modest sales tax of ! percent, has a pro- 
jected surplus of $300 million for the 1973 fiscal MS THIS 
surplus results primarily from revenue from'a recently adopted 
corporate income tax and $38 million to be received from Federal 


3 


pevenue sharing. Clearly this is a state that can do quite 
nicely without the revenue sharing funds. 

| Maryland's Governor Marvin Mandel recently asked the state 
legislature for a $2.67 billion budget that represents a 13.7 
percent rise over the current budget and projects a $39,588 sur- 
plus with no tax increases to be LS This represents a 
E or-thin surplus, to be sure, but it nevertheless demonstrates 


Giemabpility of that state to meet its obligations without exper- 


Pemeing a deficit. In general there is no reason to doubt that 


BU Pure auwsotsche Census, Statistical Abstract of the 
ted States: 1970-1972, Washington, D.C. 


“The Tampa Heioune, December 18. 1972, p. 1, Col. 6-8. 
3Ibid. 


“The Washington Star-News, January 17, 1973, p. 1 Col. 5-7. 
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Eve covernments can continue to carry out their responsibilities 
within the revenue generating measures available to them. 

OIE ADO the relative well being of the states, 13 
of the 25 largest cities experienced deficits in 1967, 14 in 1968, 
NE 1969, and 17 in 1970.” The large cities, therefore, are 
the units of government that are experiencing the most severe 
fiscal difficulties. Their tax base is limited, the demand for 


services ever increasing, and their ability to finance budgetary 


mem cits restricted. 
Evolution of Federal Revenue Sharing 


Mn emoa ll and economic conditions contributing to the 
fiscal difficulties of the large cities have been mentioned. 
This section will discuss some of the political history of revenue 
wang concepts and the major Congressional hurdles that were 
surmounted before passage of the 1972 Act could be achieved, 
Chapter IV will deal with the various revenue sharing bills that 
were introduced in Congress and trace the political process that 
ultimately produced the Revenue ne Act of 1972. 

Though the concept of some type of sharing of Federal 
revenues by the national government with state and local govern- 
iemesecan be traced back to Jefferson's days, the first revenue 
sharing bill was introduced in 1958 by Congressman Melvin Laird 


E unesco ne Census, Statistical Abstract of 
the United States: 1969-1972, Washington, D.C. 
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of ME consin.” Moeroa tce support for this idea at that 
time and the bill never reached the floor of the House of Rep- 
a entatives. 

In 1960 economist Walter W. Heller of the University of 
Minnesota developed the "Heller Plan" under which a system of 
revenue sharing wouid be used to channel funds to state govern- 
m." The states in turn would develop a plan for assisting 
Moves, vowns, and counties. This plan did not attract a 
desa 1 of attention at first, but as Chairman of the Council 
of Economie Advisors during the Kennedy-Johnson Administration 
(1961-1964), Mr. Heller advocated revenue sharing within high 
ESEBICy circles of eer nna e In 1964 President Johnson in- 
Scuructed economist Joseph A. Pechman to prepare à report on re- 
venue sharing. The contents of this report were never publicized, 
i resident declining to release it. 

Support for revenue sharing continued to gather. In 1965 
item DOT Society, a liberal Republican group, endorsed the 
concept of revenue sharing, and during the 90th Congress (1967- 
1968) over 100 bills were introduced proposing more than 30 

Revenue onaring Advisory Service, Inc., Revenue Sharing 
ENS Tin, November 1972, Vol. 1, No. 1, Washington, D.C., p. li. 
Executive Office of the President. The Domestic Council. 


Beeweistory of Revenue Sharing. Washington, D.C.: Government 
tine Office, 1971, p. 2. 
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w erent types of revenue sharing programs.t Again, none of 
EN EHrııs ever reached tre House floor, but it became apparent 
thuat some form of revenue sharing was inevitable within the next 
few years. 

seizing the opportunity of the times, national associa- 
muons of state, county, and city officials adopted policy posi- 
DS favoring enactment of a revenue sharing program. In the 
1968 election campaign both Republicans and Democrats included 
revenue sharing planks in their platforms and both presidential 
candidates publicly supported revenue ES 

Pov me hS election to the Presidency, Mr. Nixon moved 
quickly to implement his ideas of the "New Federalism," revenue 
we being central to his concept of returning both money ana 
EopPity to the lower levels of government. In the spring of 
EES. MmMesident Nixon and state and local government officials 
announced agreement on the basic provisions of a revenue sharing 
Program, and on August 8, 1909; the President outlined his program 
ina nation-wide television address. His stated purpose was to 
e etate and local fiscal crises, reduce pressure for in- 
Based property taxes, put money where the need is greatest, 
move money and power closer to the people, and combine resources 
ERE PeSsponsibilities at appropriate levels of government. 

As particular point, there was no enthusiasm at all 


revenue sharing in the crucially important House Ways and 


1 
Mod. , D. 
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8 0: 99 pce of the President. The Domestic Council. 
ipemersobory of Revenue Sharing. Washington, D.C.: Government 
Memeo ine Office, 19/1, p. 2. 
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weeds Committee chaired by the powerful Wilbur Mills of Arkansas. 
The reaction in the Senate was much more favorable, however. On 
Pentember 22, 1969, only six weeks after President Nixon's nation- 
wide address, the Senate Subcommittee on Intergovernmental Re- 
lations, chaired by Senator Edmund Muskie of Maine, began hearings 
on several revenue sharing e Though revenue sharing 
Tegislation, like all revenue programs, must originate in the 
House, Muskie's subcommittee succeeded in focusing public at- 
tention on the program. 

Ene p ine Of 9 O0 more than 2,000 state, E and 
county officials visited their Congressmen to press for sup- 
port of the revenue sharing een They publicly urged Con- 
E man Mills to hold committee hearings, but Mr. Mills responded 
that the committee was busy with many other pieces of legislation 
nz high national orien Additional pressure was clearly 
needed if the House Ways and Means Committee was going to be 
forced to act on revenue sharing proposals. 

On June 24, 1970, the President renewed the revenue 
sharing drive by publicly releasing a memorandum to senior ad- 
[meer actcion officials urging them to espouse the program at 
every EU tunity.” Me call OL TOTO state; city, and county 
officials solicited commitments for the program from over 200 
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Congressmen and 59 Senators.! In another nation-wide television 
Peg@rmeess in December 1970, President Nixon e 

There is nothing I feel more strongly about than the 

proposal for revenue sharing--the new one that I will 

be submitting to Congress. 

bc nds hewxon Administration began to push 

harder for the revenue sharing program. In his State of the 
Union Message, President Nixon announced a new revenue sharing 
program budgeted for about $5 billion, ten times more than the 


Administration's first proposal.? 


Congressman Mills immediately 
announced his strong opposition to the bill. At this point the 
U.S. Conference of Mayors began to organize the Legislative 
Sn Committee to focus public attention on critical issues 
facing American cities and bring pressure on Congress to act. 
The intense lobbying by the U.S. Conference of Mayors began to 
bear fruit. The Legislative Action Committee traveled throughout 
rescountry in 1971 and 1972 explaining to the media and local 
eitizenry the absolute necessity, as they saw it, for cities to 
Dave revenue sharing. 

All these forces soon had A On April 22, 19 mF 


Mr. Lawrence O'brien, Chairman of the Democratic National Com- 


Mares Called a meeting in the Capital of Democratic governors, 


Libia. ^Ibid. 


)"Pext of President's Message on Revenue Sharing," 
EN SEssionali Quarterly, Weekly Report, February 12, 1971, Vol. 
Meee NO. 7, p. 392. | 


nevenue SAN Sor y Service, Inc., Revenue Sharing 
Ae tin, November 1972, Vol. 1, No. 1, Washington, D.C., p. f. 





2 


Deors; Senate and House leadership to discuss domestic programs, 
Meding revenue sharing, and on May 11, 1971, Chairman Mills 
announced that the House Ways and Means Committee would hold 
we hearings on revenue sharing beginning June 2, NO 

During the hearings in June 1971, before the House Ways 
EnMeans Committee, Chairman Mills, while objecting to the 
Administration's uU ute onde haninpeplan, reluctantly agreed 
Pemcupport a program of his own design to aid state and local 
governments. <* 

On June 22, 1972, the House of Representatives approved 
BENE venue sharing bili as constructed by Mr. Mills, and on 
September 12, the Senate passed the bill by a vote of 64 to 20.2 
About a month later both the Senate and the House accepted the 


Conference Committee's report and on October 20, 1972, President 


Nixon. signed the bill into law. 
lrpia. 


“Ibid. 
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POLITICAL ACCOMODATIONS LEADING TO PASSAGE 


OF THE REVENUE SHARING ACT 


In Chapter III a brief discussion was presented that 
traced some of the important milestones in the evolution of 
Federal revenue sharing. It was pointed out that President 
Nixon had become an early advocate of this plan for assisting 
the lower level governments, but that no progress was made toward 
implementation of that goal through the Congressional process 
until mounting pressure was brought to bear through intense 
Hopbying Of organizations representing officials of state, county, 
and local governments. This chapter will trace the tortuous 
path of revenue sharing legislation through the various Congres- 
Sional channels and identify the compromises and adjustments 


that took place before the bill became law. 
President Nixon's Initial Proposal 


President Nixon adopted his original revenue sharing plan 
Bons proposal which gained currency during the Johnson Admin- 


Maraton. This was the "Heller Plan" referred to in the previous 


l . u : : : 
"cover. D csohunson Hever accepted it publicly, possibly 
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beeause he saw no opportunity to implement it in the face of the 
budget deficits brought about by the Vietnam War. 

Borrowing generously from the "Heller Plan," Mr. Nixon 
luysted his original program in early 1969, presenting it to 
‚the country in a television address on August 8 of that year. 
The key provisions of this original plan were: 

(1) Earmarking of a small but growing proportion of 
Federal revenues annually to be returned to state and 
loce goverments almost without restrictions on its use. 
(2) Allocation among states chiefly according to popu- 
Tation but with a factor to reflect and provide incen- 
tive for revenue-raising efforts by individual states. 
(3) Allocation of about 30 percent of each state's share 
neS general local governments, according to their 


uenue-raising efforts. 


Meee ine expenditure of $500 million in FY '71 and the 


ZT 437172 


IEEE as amos to approximately $5 Sillicn by 
EY '76. These sums were geared to anticipated budgetary 
mourpluses. 

President ones plan was incorporated in bills (S 2948 
and HR 13982) introduced during the 9lst Congress, but they met 
opposition from the two ranking members of the Ways and Means 
Committee, which handles tax and revenue legislation. Chairman 
Baur ED. Mills, joined by John W. Byrnes, the ranking Republican 
of the Ways and Means Committee, opposed uncontrolled state or 
local use of funds raised throush Federal taxation. Chairman 


EI B. Long of the Senate Finance Committee expressed oppos- 


Memon tO the plan on the grounds that there were no surplus 
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e venues to share. Neither bill was acted upon. 
Other Proposals 


iMmeteeweexs toltowing the President's initial proposal, 
B nue sharing gained substantial support from state and local 
cla ls, the public, and many members of Congress, despite the 
opposition of key committee leaders. Administration officials 
Reon oy Murray b. Weidenbaum, Assistant Treasury Secretary for 
economic policy, met December 6 with state and local officials 
during a National League of Cities conference in Atlanta, Gore 
At this meeting details for a modified revenue sharing program 
were worked out, along with an agreement for stepping up the 
EUN c lor Congressional action on the plan. 

in the meantime various Senators and Representatives fav- 
oring revenue sharing began to assimilate their own bills, de- 
Signed in most cases to give maximum advantage to their own con- 
Stituencies. It is beyond the scope of this study to examine 
EIU: bhese indetail, but the more important ones will be dis- 
eussed to demonstrate their impact oe viewet lh phage wy ima pe by 
was enacted. 

Beginning in late 1969 the Senate Government Operations 
Subcommittee on Intergovernmental Relations chaired by Senator 
Edmund S. Muskie held hearings on a revenue sharing bill (S 2483) 


fimemoduced by Senator Muskie. This bill was drafted by the 


Sd. 
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Advisory Commission on Intergovernmental Relations (ACIR) of 
which he was a member.” ies eerie Vet reacned tae Senate 
Iscr. but $t is important to note that Senator Muskie, at that 
time widely regarded as the brightest presidential prospect in 
the Democratic Party, was an early advocate of some type of re- 
venue sharing. Senator Muskie introduced a quite similar bill 
STO) in 1971. 

Almost simultaneously with the disclosure of the new 
program worked out by Wiedenbaum on behalf of the Administration, 
Senator Hubert H. Humphrey and Representative Henry S. Reuss 
introduced identical revenue Sharing bills in the Senate and 
House, respectively, containing some elements of similarity to 
and some marked differences from the Administration an They 
announced their proposal in December 1970, whereas Mr. Nixon's 
official message for his new revenue sharing program was not 
delivered until February 4, 1971. His revised proposal was in- 
troduced in the Senate by Senator Howard H. Baker of Tennessee 
and in the House by Representative Jackson E. Betts of Ohio as 


l 
U.S. Congress. Senate. Committee on Government Opera- 


tions.  Intergovernmental Revenue Aet of 1969 and Related 
Legislation. Hearings before the Subcommittee on lntergov- 
ernmental Relations of the Committee on Government Operations, 
EN on S. 2483 and S. 2048, 91st Cong., lst sess., 1969, 
p. 
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ao and HR 4187, respectively.! Mr. Humphrey, also a Demo- 
emule Presidential prospect, wasted no time in placing himself 
in the forefront of the revenue sharing movement. 

At this point, therefore, there were three versions of 
revenue sharing being pursued by three powerful leaders: the 
Euscadent's revised proposal; Senator Muskie's proposal, based 
largely on the recommendations of the Advisory Commission on 
Intergovernmental Relations; and Senator Humphrey's proposal. 

The major points in common as well as the significant differences 
of these three proposals will next be considered. 
President Nixon's Revised Proposal 

Mr, Nixon's new proposal reflected the renewed agreement 
with state and local leaders nurtured by Mr. Wiedenbaum. Addi- 
tionally, it represented a quantum jump in the President's commit- 
"E to assist state and loeal governments. The amount of money 
for the first year of the program was increased tenfold, from an 
Amena $500 million to $5 on. The concept of sharing 
only surplus revenues was abandoned. Mr. Nixon offered his plan 
after announcing that he would submit a deficit budget for Fiscal 
Year 1972.° Revenue sharing was treated as any other government 


Sie yeni Sharing: Congress Moves Away From Nixon," 
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wense, although the idea was to make room for it by cutting or 
Semanating other ıess urgent proposals. 

The new proposal contained a bifurcated concept of general 
revenue sharing and special revenue sharing. General revenue 
_ sharing embodied the distribution of funds ($5 billion per year) 
to lower level governments relatively free of restrictions. 
Special revenue sharing involved combining existing Federal aid 
ux rams of $10 billion with $1 billion in new funds and using 
these funds in six broad areas: law enforcement, manpower train- 
ing, urban community development, rural community development, 
Bransportation, and een: A major goal of the special 
revenue sharing proposal was to consolidate many of the grant-in- 
aid programs into a few categories designed to achieve specific 
nacional objectives, rather than continue the widely dispersed 
en of programs being financed by Federal grants-in-aid. 
To complement the special revenue sharing proposal, various bills 
memmencorpOrate the objectives of the six broad areas mentioned 
above were introduced. 

special revenue sharing is mentioned here because it was 
an important corollary to the general revenue sharing proposal 
submitted in Mr. Nixon's new plan. However, the President's 
plans for special revenue sharing were never implemented nor 
EmSevred into law, so this paper deals only with general revenue 


sharing which did become law. It is interesting to note that Mr. 
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Nixon attempted to overhaul the grant-in-aid program by using 
general revenue sharing as a vehicle for reorganization. This 
attempt did not survive the legislative process. 

The key provisions of President Nixon's revised general 


. revenue sharing plan were as follows: 


(1) The size of the appropriation each year would be 

a designated percentage of the nation's taxable personal 
uunc. the base on which individual Federal income taxes 
are levied. The fund would therefore grow in a steady 

and predictable manner with the growing tax base, enabling 
state and local governments to plan for the future. 


(2) The specific appropriation level recommended was 1.3 
Mertcent or taxable personal income. At this level approx- 
imately $5 billion would be distributed during the first 
full year of revenue sharing. It was anticipated that . 
fms Sum would rise to about $10 billion by 1980. 


(3) There would be a permanent appropriation on a per- 
metre pasis, thus placing the bill unde» the iuris- 
diction of the House Ways and Means Committee and by- 

t passing the annual appropriation procedures. 


(4) A greater proportion (roughly half) of the shared 
Bunds would go to local governments under the revised plan. 


(5) Two factors would be used to determine how much 
money should go to each state: the size of the popula- 
tion and the degree to which it has already utilized its 
own tax resources. 


foe Two Options were available for determining the dis- 
metoueion of funds within a state: use of a formula to 
Be prescriped by the Federal government or use of a form- 
ula that the states would negotiate with their local gov- 
ernments. A bonus of 10 percent would be paid to those 
States developing their own distribution formula accept- 
able to the Federal government. All funds going to local 
governments would be channeled through the state gov- 
ernment. 


(7) Governmental units of all sizes would be eligible 
Kor „aid. 


Inmext of President's Message on Revenue Sharing, 
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(8) General revenue sharing funds would be distributed 
mace nO program or project restrictions, at either the 
state or local level. 


senator Muskie's Proposal 


Enc osmuckic Ss ball (2 1/70), introduced for the second 
uuu n early 1971, vroposed sharing $6 billion in Federal 
revenues the first year, $1 billion more than the Nixon or 
Seer major provisions differing from the Administration bill 
were: 


(1) Apportionment of funds among local governments on 
meee basis of need, as well as population and tax effort, 
which were common to both bills. 


(2) A bonus, equal to 10 percent of a state's income 
tax collections, to encourage the adoption of state 
income taxes. 


(3) Provisions for stronger safeguards against dis- 

meriamination in the use of revenue sharing funds. A 
mechanism for individual or class action suits was ín- 
cluded. 


(4) Authorization of five-year appropriations, a means 
of financing the program which would keep jurisdiction 
over it in the Government Operations and Appropriations 
Committees. The House Ways and Means Committee and the 
Senate Finance Committee had jurisdiction over the Nixon 
plan because it involved automatic sharing of a propor- 
tion of Federal revenues. i | 


ine most significant a ences between the Nixon plan 
and the Muskie plan were, therefore, that Muskie's contained 
the incentive for state income taxes, provided for specific 
dollar appropriations over a limited period of time, and inter- 
jected need as one of the criteria Bor diisteipution of funds. 


Ue sharing, Congressional Quarterly, Weekly 
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Senator Humphrey's Proposal 


Senator Hunphrey's bill (S 241) closely paralled that 
Eu enator Muskie, providing $3 billion in the first year and 
$5 billion each year thereafter, with appropriations to be made 
Buaniy.t His bill also contained the state income tax incentive, 
PUG in addition contained an incentive for the modernization of 
state and local governments as a condition of participation by 
Maes state governments. This was an explicit recognition of the 
inefficient structure of many local governments. Since state 
government possess the power to regulate city and county bound- 
aries and the incorporation of these units of government, Senator 


Humphrey sought to force the state government to correct organi- 


A tabular comparison of the revised Nixon plan, the Muskie 
EN Umphrey proposals, and the Mills plan, which came several 


Memes Later, 1s contained in Appendix I. 
support for Revenue Sharing Legislation 


As noted previously, support for some type of revenue 
Sharing had come from prominent politicians of both parties 


at various times over the last decade. Both the Republican and 


Im Congress. Senate. Committee on Government Opera- 
Dons. Intergovernmental Revenue Act of 1971 and Related 
Legislation. Hearings before the Subcommittee on Inter- 
governmental Relations of the Committee on Government Opera- 
En senate, on S. 1770 and S. 241, 92nd Cong., lst sess., 
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Demoeratie presidential nominees endorsed the concept in the 
1968 election, and in the 1969-1971 period, the President and 
Senators Muskie and Humphrey had introduced bills to institute 
pelea program. 

Interest in the program was sustained by the intense lob- 
mye efforts of the U.S. Conference of Mayors and the 
National League of een BY early 1971 many members of 
Congress had become convinced that they should join the revenue 
sharing bandwagon. They expected to gain politically from the 
ewer oution of Federal funds in their states and districts. 
Realizing that the regular and continuous dispensing of funds 
achieves the maximum political effect, most members of Congress 


meee mesmerized by this feature of revenue sharing. 
Opposition to Revenue Sharing 


While many Senators and Congressmen had joined the grow- 
ing movement in favor of revenue sharing during 1970 and the 
sins 1 of 1971, one crucial holdout remained: Chairman 
Wilbur D. Mills of the House Ways and Means Committee. Mr. Mills 
was more than a holdout--he was the foremost critic of revenue 
inc. In an address to the Louisiana legislature on June l, 
ier. Mills said he was planning a quiet funeral for the 
Nixon revenue-sharing bill as soon as his committee completed 
mearines on I 
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Chairman Mills was joined in his opposition to revenue 
sharing by the ranking Republican on the Ways and Means Committee, 
IE chn-W. Byrnes. At a news conference on June 2, Mr. Mills 
predicted, as he had several times previously, that the committee 
would not approve the bill. Mr. Mills was opposed not only to 
One Administration's bill, but to any form of revenue sharing. 
Aenm not convinced," he said, "that the states are in worse 
condition than we are here in ae 

Chairman Mills specific objections to the Administration's 
general revenue sharing program were: 

(1) The Administration's general revenue sharing plan 
veunla distribute funds to all local governments on the 


basis of their tax collection and not on the basis of 
need. 


(2) Without "strings attached," revenue sharing would 
EEG 71d VOOr ee che responsibility for raising revenue 
. from the spending of revenue. 


(3) Revenue sharing would add another "uncontrollable" 
expenditure to the Federal Budget. 


(4) Revenue sharing would do nothing to encourage state 
and local governments, which were in financial diffi- 
muy. to help themselves. 


in August, 1971, representatives of the National League 
Ol Cities and the U.S. Conference of Mayors met with Chairman . 
INN ro discuss his opposition to the Administration's bill and 
possible alternatives. Mr. Mills apparently became convinced of 


EUN stica! volatility surrounding the drive for revenue 


sharing legislation, because he shortly reversed his previous 


lipid. 
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stand and committed himself to work for some type of program. 

Mica MS Subsequent actions brings to mind a bit 
mame LOSOpny once expounded by the late Senator Everett Dirksen. 
nator Dirksen once observed that if it looks like you're about 
"cto get run out of town on a rail, then get out in front and make 
it look like you're leading a parade. That is precisely what 
Eus did. Once he had changed his mind, he was determined 
eche final product would be his bill. 

Mr. Mills had actually begun to reconsider his stand 
against revenue sharing before the August meeting with the 
National League of Cities and the U.S. Conference of Mayors. On 
June 9, only one week after his avowed plans to bury the bill, 
manman Mills held a closed meeting of Democratic Congressional 
party leaders in which he discussed an alternative plan to 
Bu oaministration's proposal. He described this as preliminary 
Ghanking which was subject to negotiation with committee members. 

Following this meeting and the negotiations in August 
with the U.S. Conference of Mayors and the National League of 
Ber, Mr, Mills instructed his staff to work with these two 
organizations, as well as with representatives of the governors, 
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legislators and the counties to develop a compromise bill. 
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Upon completion of the work conducted jointly by Mr. 
Be staff and the various representatives of lower echelon 
auePnments, Congressman Mills introduced the Interrovernmental 
meral Coordination Act of 1971 (HR 11950) on November 30, loan 
The final bill that emerged from the Committee bore a different 
memes inasmuch as it was rewritten in committee to some extent, 
but the provisions of the bill were nearly identical in concept 


mihne original Mills bill (HR 11950). 


Saneressman Wilbur D. Millis’ Proposal 


After deciding that he would support a revenue sharing 
bill, Chairman Mills announced that he favored a plan that would 
Memore benefits to urban areas and less to state governments. 
ls Concluded that localities were facing the most severe 
financial conditions and that there were very few taxation measures 
available to them to solve their own problems. On the other hand, 
he concluded that many state governments were not making effec- 
tive use of their revenue sources, either by not employing certain 
taxes, such as individual and corporate income taxes and general 
EN axes, or by keeping rates too low. His bill therefore 
would distribute the funds on the basis of need to state and local 
ments. In keeping with this goal, the bill provided that 
two-thirds of all revenue sharing funds would go to local gov- 


2 
ments and one-third to state governments. Under President 
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Nixon's revised bill, about 48 percent would have gone to local 
Ex crnments, ana under his original proposal, even less was 
slated for local — Áenc me 

nero contalnea a complex alstributlon system that 
emeourared both total tax effort and state income taxes. It 
specifically encouraged the adoption of state income taxes in 
much the same manner as the Muskie and Humphrey plans had sug- 
mas. 

Rather than be an "open ended" program as was the Nixon 
woo al, Mr. Mills program would be of limited duration, a five 
wer od of time. Additionally, rather than embracing an 
"uncontrollable" appropriation in the Federal budget of a fixed 
percentage of Federal revenues, as the Nixon plan had proposed, 
the Mills plan allocated a fixed dollar amount for each of the 
five years, with $3.5 billion to local governments and $1.8 billion 
Dos rate governments during the first year. This amount would be 
increased by $150 million for the second year and $300 million 
for each succeeding year for the rest of the five-year period. 

tors provision concerning a fixed amount of money each 
year is particularly interesting in that the only reason the Ways 
means Committee had jurisdiction over the legislation was 
Be Uixon bill had provided for a percentage of revenues 
rather than a fixed dollar amount. With the Mills proposal now 


mefeoevimt the percentage concept and providing for the fixed sums, 
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Enezrevenue sharing legislation should have been treated as any 
Seamer appropriations measure. This would mean that the Ways and 
Means Committee would no longer have jurisdiction over the bill 
and that the House Appropriations Committee would assume that 
authority. Mr. Mills was determined, however, that any revenue 
Eng legislation reported to the House floor would not only 
bear his stamp, but would also be closed to amendment from the 
floor. As will be discussed in greater detail later, this pre- 
cipitated a struggle between the Ways and Means Committee, Appro- 
priations Committee, and House Rules Committee. 

The Mills bill also set both a floor and a ceiling for 
amounts to be received by local governments. Any locality whose 
allocation amounted to less than $200 would receive nothing at 
eee limitation imposed to CAOS a 
small hamlets for the purpose of sharing in the Federal bounty. 
It placed a ceiling on thestetal allocation to any locality of 
pempercent of the unit's taxes and transferred funds. 

moe Millis bill also attached more "strings" to the funds 
shared with local governments than did the Administration's pro- 
Eu Many members of Congress, and particularly Mr. Mills, 
Mepeard supervision of the use of Federal funds as their peroga- 
muvecand responsibility. They take the position that it is their 
AO establish the conditions under which any grant of Federal 
money is to be spent. Therefore, the Ways and Means Committee 


was not in agreement with the granting of carte blanche to state 


Betd,, p. 1002.  “Ibid., p. 1002. 
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and local governments for the expenditure of revenue sharing 
Bunds. 

Expenditures under the Mills program would be limited to 
Tinaneing local items designated as national high priority needs 
by the Federal government , i.e., the Ways and Means Committee. 
Meese priority items included public safety, environmental pro- 
Eon public transportation, youth recreation programs, health 
wmm stration, and related capital programs. 

The major differences in philosophy between the Pres- 
meenu'S revised plan and Mr. Mills' proposal have been explored, 
nne details of the latter will not be discussed here. Chapter 
EUNT discuss the details of the final bill adopted by the Con- 
Gress, awa as previously indicated, except for minor adjustments 
the finał legislation was identical to the bill introduced by 
Mr. Mills. Final action by the Ways and Means Committee was com- 
pleted on April 17, 1972, when the committee voted 18-7 to report 
the State and Local Fiscal Assistance Act of 1972 (HR 14370).° 
imerdesigmation of the bill seen changed during committee 
processing to reflect a broader base of participation by committee 
members, even though no important changes had been made to the 
bill drafted by Mills himself (HR 11950). 

libid., p. 1002. 

f eneral Revenue Sharing: Giveaway or Godsend?" Con- 


OA Quarterly, Weekly Report, May 6, 1972, Vol. XXX, 
No. 19, p. 1000. 
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Clash Between the Wavs and Means and House 
Approoriations Committees 

Having overseen the adoption of his own proposal by the 
Pomoe Ways and Means Committee, Chairman Mills was determined 
DNS version of revenue sharing legislation would prevail. 
Eere mere. NOWeVer nearly as many revenue sharing proposals 
floating around Capitol Hill as there were constituencies repre- 
sented. Each Senator and Congressman was in favor of a distri- 
bution formula that would favor his own particular state or dis- 
Bor example, Senator Baker of Tennessee, who had intro- 
duced the revised Nixon plan in the Senate as S 680, and Senator 
nne of Florida, both represent states having a constitutional 
Maemo vion against a state income tax and were opposed to any 
=e bution formula that would penalize their states ror not 
Mavens this type of NE The Congressmen from these states 
would naturally attempt to amend the bill from tne floor to lessen 
the incentive for state income taxes. There were many other 
special interests that members of Congress could be expected to 
Protect by amendment from the floor. 

mairman Mills, therefore, deemed it essential that the 
netee bill be reported to the House floor as a closed bill, 
meaning that only amendments from the Ways and Means Committee 


would be in order when the bill came before the House. This 


l 
U.S. Congress. Senate. Committee on Government Opera- 


tions. Intermovernmental Revenue Act of 1971 and Related 
Mita tion. Hearings before the Subcommittee on lIntergov- 
ernmental Relations of the Committee on Government Operations, 
EN On Ss, 1/70 and S. 241, 92nd Cong., lst sess., 1971, 
Geee4o, 103. 





NS 


would also waive points of order against the bill. Bills from 
Em sv/scand Means Committee, usually tax bills, are often granted 
Añfosed rules because of their rar 
Appropriations Committee Chairman George Mahon vigorously 
meee pea to the reporting of a closed bill in this instance.* 
ine Ways and Means Committee had originally exercised jurisdiction 
over the revenue sharing M because the bill introduced on 
Pen of the Nixon Administration featured the distribution of 
a percentage of Federal revenues. The program as revised by 
Mills, however, deleted that feature and instead allowed for the 
mepropriation of a fixed sum of money in each of five years. 
Here, then, was a bill that had evolved into nothing less than a 
pure appropriations measure that not only bypassed Mahon's com- 
Dee. but would be reported before the House as a closed bill 
that Mahon could not alter.? 
Mahon was supported by Chairman William M. Colmer of the 
Rules Committee which has the authority to rule on such ters 
ira faction was led by Congressman Henry S. Reuss who had co- 
sponsored the Humphrey revenue sharing plan the previous year. 
Reuss sought to use the revenue sharing bill as a vehicle for 
E reform, and to do this it was necessary for the bill to be 
Open to amendment on the House come ASNO NE Ven Nice 
support of Speaker Carl Albert, won the closed rule by an 8-7 vote 


1 
A venue- haring Bill Delayed," Conrressional Quarterly, 
E Heport, May 27, 1972, Vol. XXX, No. 22, p. 1224. 


l 
?1p1d. Ibia. "ibid. Ibid. 
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ir ne Rules Committee on May 23, 1972.7 


Chairman Mahon was ilyid. On June 7, he voiced his obj- 
ESLlons as follows : 


Next week there is also scheduled to be before the House 
a $30 billion appropriation bill out of the Ways and 
Means Committee. 


Mr. Speaker, this Ways and Means Committee bill does not 

E secone penny of revenue. It is an authorization bill 

End dt iS an appropriation bill for five years. It bypasses 
Euccestabiished authorization process involving à number 

of major legislative committees, and it bypasses the es- 
tablished appropriations process which we have known for 

the last 52 years. 


hee in the history of Congress that I can find has an ap- 
pusorPiI2gtlon biil come to the floor under a closed rule 
Which is now proposed for this Ways and Means Committee bill. 


say 1t is indefensible that the appropriation bill of 
$30 billion should come before the House next week under a 
closed rule. Members should have the right to make points 
Or Order and offer amendments. I propose to do what I 

ED c open Wo the ruie so the House can werk its will on 
Est appropriation bill, just as it does on other approp- 
acion bills. 


Mr. Mahon never had the Opportunity to influence the bill, be- 
cause the House supported the closed rule by a vote of 223-185 
on June 21.3 Meton Virtually assured passage of the bill. 
The closed rule limited action on the House floor to the alter- 
E OL. passing the bill, killing it, or returning it to the 


Ways and Means Committee. With governors, mayors, and other state 


lipid. 


A e Saca Bill," Congressional Quarterly, Weekly 


En une 10, 1972, Vol. XXX, Wo. 24, p. 1372.. 


EU usc Passes Revenue-Sharing Bill Without Amendment," 
Pemeeessional Quarterly, Weekly Report, June au 1972. Vol. XXX. 
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mma local officials and their organizations lobbying vigorously 
the ill with strong support from taxpayers, anything but 

Pessage of the bill was unthinkable. The bill commanded an im- 
pressive majority of 274-122 on a roll-call vote on June a > 
Debate had been limited to eight hours by the closed rule. The 


DIS bfll now went to the Senate. 


Senate Hearings on che House Approved Bill 


The Senate Finance Committee started hearings on the 
2 

revenue sharing bill on June 29. The Administration took this 
opportunity to try to reverse some of the changes that the Ways 
and Means Committee had made to President Nixon's plan. Speaking 
E De Administration, Treasury Secretary George P. Shultz en- 
dGorsed the bili, specifically acquiescing to the fixed dollar 
allocation over a period of five years, but asked for the following 
changes: 

(1) Removal of the state income tax incentive from the 

Meee and restoration of Mr. Nixon's plan which rewards 

Overall state and local tax effort, regardless of source. 

(2) Removal of the House-imposed series of high-priority 

categories and restoration of the President's proposal 

requiring only that the funds be used for legitimate gov- 


ernmental purposes and in a nondiscriminatory fashion. 


mo Dilution of the urbanized population factor to dis- 
Peace the funds among the states. This factor discriminated 


1 
51d. 


BUS. Congress. Senate. Committee on Finance, Revenue 
Pens. Hearings before the Committee on Finance, Senate, 
ENIMS. 24370, 92nd Cong., 2d sess., 1972, p. 1. 


id. p. 75. 
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aras iS cartes Without urban populations, sueh as 

Alaska, Vermont, and Montana. 

Senator Baker of Tennessee also testified against the 
Encome tax incentive, pointing out that Tennessee has a con- 
EuutjJonal prohibition against such a tax. He introduced an 
Poemament to reflect the Administration's stand on this particular 
m. 

The Senate Finance Committee was most receptive to the 
Sueeestions of Secretary Schultz and Senator Baker. Due to the 
nature of Senate constituencies, there were many Senators who 
Opposed giving the urbanized states more money and wanted to 
eliminate the state income tax incentive. 

The Senate Finance Committee reported an amended version 
of HR 14370 to the Senate floor on Rest 9,> This bill reduced 
the amount of funds to be granted to urbanized states and in- 
creased funds for less populous states, but at the same time 
nura3dned funds for the major cities. This sounds somewhat 
zowrpadictory, but is consistent if one distinguishes between 
urbanized areas, which includes suburbs, and the cities themselves. 

addition tO deleting the urbanization factor from the 


allocation formula developed by the House, the Senate Finance 


lj 
Committee also deleted the state income tax incentive. These 


1 

fede Po. 105-110. 
2 

Bu pp. 111-125, 


)"Revenue Ohne Comprressc ional Quarterly 
I August 12, 1972, Vo. XXX, No. 33, p. 20106. 


Weekly 
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two changes, if enacted, would reduce the amount to be received 
Pyeneavily urbanized states in which income taxes provide a 
major share of state revenues (such as New York and California) 
to about half the amount that would be received under the House 
ball.” 

The Committee accepted the amount of money and the five 
year period of time established by the House bill, but dis- 
Emurred the complicated formulas the House bill provided for the 
Peter bution of ee The House had established a "five-factor 
formula," which will be explained in detail in Chapter V, for 
distributing revenue sharing funds. The Finance Committee de- 
Ada to distribute funds according to three factors: population, 
Ed tax effort, and inverse per capita Inecme.” This Tesiıecved 
Br saec3ısion to eliminate the urbanization factor and the income 
ERncentive and supported Mr. Mills' contention that allocation 
should also be based on need. In summary, the changes generally 
were to the advantage of the less-urbanized and less-wealthy states. 
Most members of the Senate Finance Committee, like Chairman 
Russell Long of Louisiana, represent states in this category. 

Whaer the distribution formula proposed by the Committee, 
33 states would receive more than under the House bill, and 17 
states pius the District of Columbia would receive less. Of the 

Ris tower cndmecomas. 2d Sess. (1972); Committee on 


Pinance, U.S. Senate, Report Torether with Additional and 
moritz Views (to Accompany H.K. 14370), p. 13. 


“Ibid. 






3Ibid., pp. 12-13. 
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16 states represented on the Committee, 13 would receive more 
Mater this version. 

The Finance Committee decided to use the same formula 
for distribution of funds to local governments within the states.” 
In this manner major cities were provided for generously while 
the amount for suburbs was reduced. 

The Committee also eliminated the restrictions on use 
of funds that the House bill had Imre This would have al- 
lowed funds to be used for education and welfare, activites pro- 
hibited by the House restrictions. 

At the urging of Senator Lee Metcalf of Montana, the 
Committee also agreed to make Indian tribes eligible to share 
in the funds allocated to local ns This did not re- 
Present mueh of a chanse from a strictly monetary viewpoint, but 
Tce is indicative of the many social and political considerations 
pia b111 of this nature. 

Many other suggestions made to the Committee during the 


5 


Nes were of course rejected. For example: 


1 
Revenue oharing,  Conpressional Quarterly, Weekly 
August 12, 1972, Vol. XXX, No. 33, po. 2010. 

EUR. 14370, 92nd Cong., 2d Sess. (1972); Committee on 
Finance, U.S. Senate, Report Torether with Additional and 
Minority Views (to Accompany H.R. 14370), pp. 14-15. 

Eid. p 161 

Epid... p. 23% 


?'"Senate Rejects Major Changes in Revenue-Sharing Bill," 
Memeressional Quarterly, Weekly Report, September 9, 19/12, 
MM. No. 33, p. 231 
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(1) Mr. Roland M. Bixler, president of J.B.T. Instruments 
OIM” Haven, Conrétticut, speaking for the National 
Posa@lation of Manufacturers, urged the incorporation of 
an amendment that would give businesses some type of 

nue cr fpom the differinr state and local taxes. 


fee. raul Parks, administrator of the model cities 
program in Boston, speaking for Americans for Democratic 
Action, supported revenue sharing for local governments 
Duumwanced to eliminate distribution of funds to the 
state governments. 

(3) Senator James L. Buckley of New York proposed that 
rovente sharing per se not be adopted, suggesting an 
alternative plan under which the Federal government 
would shift part of its personal income tax base to 

the states and share its tax-collecting facilities 

to help the states collect their own income taxes. 

Many interest groups opposed the bill entirely. Ina 
moment of rare agreement both business and labor interests 
testified against adoption of any kind of revenue sharing legis- 
lation. Mr. Bixler, who had urged the adoption of the tax re- 
lief amendment for businesses, actually opposed the bill com- 
pletely, but realizing it would probably pass, was attempting 
to make it as palatable as possible. Mr. Eugene F. Rinta, 
Met lue Director of the Council of State Chambers of Commerce, 
opposed the bill on principle, and Mr. Andrew J. Biemiller, 
Director, Department of Legislation, AFL-CIO, opposed it on 

l 
Amas Of impracticability as well as on principle. 


eu SshoBetween the Senate Finance Committee and 
the Senate Anporooriations Committee 


After approval of the revenue sharing bill by the Senate 


HER. ieee oond Bons., 2d Sess. (1972); Committee on 
mece: U.S. Senate, Report Torether with Additional and 


Minority Views (to Accompany H.R. 14370), pp. 387, 450, 407. 
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Finance Committee, E Struggle took place between the Finance 
wemmacotee and the Appropriations Committee, similar to that 
between Mills and Mahon in the Houses The Senate struggle was 
much less intense, however, and was resolved without the show- 
Mover rules that had characterized the situation in the 
House. 

On August 10, the day after the Finance Committee ordered 
fees bill reported, the Appropriations Committee, under the new 
Meaaership of Senator John L. McClellan of Arkansas, voted to 
demand an opportunity to consider the bill before it went to the 
So.” heerellanm s demand was based on the same feature of the 
pi chat Mahon had cited, i.e., that dollar amounts specified 
in the bill constituted an appropriations measure over which his 
committee should have jurisdiction. 

| To counter this move, Senator Long's committee on August 
Meevoced to rescind its previous action and not report the bill 
to the or. Senator Long was determined, as Congressman Mills 
had been, that the bill should not be subject to annual or 
periodic appropriations which would expose revenue sharing to 
pressures both from recipients and from conflicting claims 
of other Federal programs. 

Metine that other trust-funded programs, such as Social 
Security, were financed under permanent appropriations and did 


Insenate Rejects Major Changes in Revenue-Sharing Bill," 


Sememessional Quarterly, Weekly Report, September 9, 1972, 


O Ho. 37, p. 2316. 


Ede Ibid. 
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ENEN -uuEme apnual appropriation action by the Congress, the 
En ucceweCommite9eoeo circumvented Senator McClellan's committee 
EN redraftíny one provision of the bill, It removed 
Edom anrropriations and provided a "permanent" appropria- 


`K ` 
tion of Y percent of personal income tax receipts of a special 


mevenue—Sharing trust fund for the five-year life of the oe 
timeo act son in essence reinstated the method of funding that had 
eenma y been proposed by the President, but placed it in 

Umeet omposition to the desires of Chairman Miils. 

Wonfident that the amended bill had sufficient support 
meme jecw any effort by the Appropriations Committee to take 
poncpoloe it on the floor, the Finance Committee reported the 
bill to the Senate floor for the second time on August 16. Un- 
he Situation in the House in which the bill went to the 
floor under closed procedures, the Senate bill was open to 
amendment from the loo S 

Some minor amendments were adopted from the floor. One 
Siterea S¥ Senator Vance Hartke of Indiana applied Federal 
labor standards to projects and government positions financed 
with revenue sharing manda. Another amendment by Senator Long 


y 
was adopted to dilute somewnat the Hartke amendment. Long's 


amendment restricted the wase recuirements of the Hartke amendment 








Noid. 
pu 2e sevenue-S"apbingp Bill Favors Small, Rural States,” 
Dee pr Sinrterliv, „zeaklyv Report, September owe ee 
Zn.) MS. CO, CUD. Ue Se. 
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MOTO Jects or positions for which more than 25 percent of the 
funding came from revenue sharing scie senator Hubert Humphrey, 
the perennial labor devotee, attempted to counter Long's 25 per- 
cent restriction with an amendment of his own that would have 
exempted the construction of sewage and refuse disposal systems 

and transportation systems from the 25 percent limit. This 
attempt was unsuccessful, being defeated by a vote of 46-39.° 

Another amendment by Humphrey was adopted, a noncontro- 
versial proposal directing the Joint Committee on Internal Rev- 
enue on to prepare a report by June SOR 1973, on real 
estate and property tax administration. 

Several amendments were also rejected, the most important 
Smemecoms an attempt by Senator McClellan, once again, to gain | 
OOO Of the appropriations aspect of the bill. By a’ 

34-49 vote the Senate rejected McClellan's bid to require the 
Appropriations Committee's approval of revenue sharing funds for 
Chesjast three years (fiscal 1974-1976) covered under the bill. 
An amendment by Senator Ribicoff altering the committee formula 
for allocation of funds to the states was defeated CU 
senator Ribicoff wanted to reinstate the formula that would Tayor 


urbanized populations, the same formula passed by the House but 


Changed by the Senate Finance Committee. The rural states clearly 


I Ipid. ^Ibid. SIpid. bid. ?Tbid. 
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EN gJUsdeover tne urbangsstates In the Senate. Predictably, the 
24 Senators voting for the Ribicoff amendment were from states 
whose shares would have been enlarged by his formula. 

Two amendments offered by Senator Hartke were also de- 
feated. One would have prohibited the use of revenue sharing 
Ends cto induce a business or industry to move a factory or other 
facility from one area to another. The second would have applied 
the labor requirements of the 1964 Urban Mass Transportation Act 
to any urban mass transportation systems acquired by governmental 
units with Federal revenue sharing INS southern Senators 
were instrumental- in the defeat er aber nsotschese amendments.: 

Bnzseptember 12, 19/2, the Senate passed the revenue 
shapriug bili by a 64-20 och The finai pill was suostantially 
the same as reported by the Finance Committee, a bill favoring 
the small, rural states, and one imposing minimal controls on 


the usage of funds. 
Miah COMmpromises in the Conference Committee 


fae major provision of the bill to be settled by the 
House and Senate conferees was the matter of distribution formulas. 
The House version of the bill, based on five factors, had provided 
ieee amouncs to the more populous, urban states and had con- 
tained an incentive for states to employee an income tax. The 
senate version, based on three factors, favored the less populous, 


rural states and contained no income tax incentive. 


maid. “ibid. 
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Since neither side was willing to abandon completely the 
formula developed by its legislative branch, an unusual com- 
promise was adopted that allowed each state the larger of the 
two amounts available under the different formulas approved by 
the House and Senate. With each state given the higher of two 
possible shares, total funding would obviously exceed the amount 
appropriated for each of the five years. Therefore, to offset 
this increase, the conference agreement provided for a propor- 
tional reduction of each state'a allocation to keep the total 
within the established limits for each year.” 

While allowing a choice between two methods of deter- 
mining how much Federal revenue would go to all governments within 
a state, the conferees adopteu tne Senate's version for deter- 
mining how the state total would be distributed among the state 
government and the various local governments within the eee 

Another matter to be settled was the differences over 
Usage of funds by state and local governments, with the House 
E avoring fairly strict limitations on usage by both state 
End ocal governments, and the Senate vers lon (avorling practically 
e eSCrictions on either. The conference committee agreed to a 
Eme ron that would place restrictions on local governments but 
not on state CHEN 

En. IM na icons... 2d sess. (1972); Committee of 


Conference, U.S. Senate - House of Representatives, Conference 
Report (to Accompany H.R. 14370), Sec. 106. 


“Tbid., Sec. 107. 


Ibid... Dec 103: 
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her fectame the amendment that had béen offered by Sen- 


"n 


EE rom c Curing Gebate of the bill on the Senate floor, 
EE !reuce spreenent included a provision allocating part 
EBENEN cUuutvanmca's allotment to the governing bodies of local 
M ribes or alaskan native villages that performed sub- 
EE" Bovernmental functions. The Senate rloor amendment had 
astas 0.25 percent of total revenue sharing funds for Indian 
tribes and Alaskan natives, but the conference agreement provided 
En cuocation on the basis of population as a percentage of the 
County aon > 

meme Omer ence arpreement also approved specific dollar 
appropriavions rather than the percentages adopted by the Senate 


before reporting the bill to the Senate floor the second time. 


l^ len 


M Sey 
PE pa VS 


E 
jn 
t+ 
in 
en 
[2 
w 
er 
(9 
(D 
> 
[o 
ME 
ct 


Q 


menor tiem a aa wichin the 


Ing 
©) 
©) 
= 


Cy 


M ance Committee and out of the hands of Senator McClellan's 


iouse and Senate conferees filed a conference report 
EM teen» 25, signifving final agreement on the revenue sharing 
bees Coencress accepted the conference version on October 13 by 
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To dramatize what he called the "New American Revolution," 
resident Nixon signed the State and Local Fiscal Assistance 
Act of 19/2 into law at Independence Hall in Philadelphia on 
ENxber 20, 1972, stating, "It is appropriate that we launch 
EU sNew- Amerlcan Revolution in the same place where the first 


American Revolution was launched by our founding fathers 196 


years azo." 


Itne Mamerto tar Nens October 20.) 19/25 p. 5, 
wore. 1-3. 





CHRETER V 


PROVISIONS OF THE STATE AND LOCAL 


FISCAL ASSISTANCE ACT OF 1972 


This chapter focuses on the major aspects of the Revenue 
Sharing Act, and though an occasional analysis in interjected 
in this part of the paper, critical comments are confined pri- 
merely to Chapter VII. 

Mee oera terms sone acu distributes money on the basis 
Of census data and other objective statistics and provides for 
ea distribution of funds over a five year period of time. The 
money wiii be automatically avaiiabie for each of these Live 
meae@on, sO State and local governments can count on the revenue 
MC heir own Om nE One-third of the revenue going to 
a state will be received by the state government and two-thirds 


1 
by the local governments within the state. 


Appropriations 


The Revenue Sharing Act creates a trust fund known as 
the "State and Local Government Fiscal Assistance Trust Fund" 
EN Uc5ovides for the appropriation to this Trust Fund from the 


@emermal fund of the U.S. Treasury a total of $30.2 billion over 


State aio cate iscal Aosistance Act of 19/2, 


E 707, 108, 56 Stat. 919 (1972). 


oT 
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E crrIod of five years. These funds are automatically released 
EN Ne Treasury for distribution, and will not be subject to 
the annual appropriation procedures.” 

Hcc EOM Iousscowveping ca period of time from 


January 1, 1972 through December 31, 1976, are as REIS 


January 1, 1972 through June 30, 1972 $2 T pillon 
Fiscal year beginning July 1, 1972 oO billion 
Fiscal year beginning July 1, 1973 be 0. bad lion 
Fiscal year beginning July 1, 1974 Eb II I 
piseal year beginning July 1, 1975 5. TD 119868 
July 1, 1976, through December 31, 1976 oo Dillion 


nog umcecomvosuiemoeceretary-or the Treasury 


In order to qualify. for Revenue Sharing funds allocated 
Barzche period January through June, 1973, and thereafter, local 
Eoruments must submit assurances to the Secretary of the 
Treasury that certain terms and conditions of the law will be met. 
The law requires that the assurances also be submitted to the 
Exernuon oi each state for review and comment. Each unit of 
local government must establish to the satisfaction of the Sec- 
mecwary that it MES 

ew eStatlishea trust fund in-which all payments of 

Ands eand interest earned thereon, will be de- 


posited 


(2) Use these amounts during the period of time es- 
tablished by the Secretary. 


l1pid., Sec. 105. 
State A scan nostistpance Act of 1972, Sec. 
Bee Stat. 919 (1972). | 


JIbid., Secs. 121, 122, 123. 
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(3) Expend these funds only for uses permitted by 
the Act 
(4) Make expenditures from these funds only in accord- 
ence witch Laws and procedures applicable to its 


own funds. 


(5) Use fiscal, accounting, and audit procedures con- 
forming to guidelines established by the Secretary. 


(6) Provide the Secretary and the Comptroller General 
MEOS XLthegccoesssPESNDOOKS;, documents, papers, 
ore records Tor DPULTDOSCorOL reviewing compliance. 


(7) Make all annual or interim reports required by the 
secretary. 


(8) Pay wages to employees out of general revenue 
Sic Nes ab eile same rates It pays other 
employees in similar occupations. 

(9) Assure that laborers and mechanics employed by con- 

eractors on a project funded in part with revenue 
Share tunas care paid according to the provisions 
of the Davis-Bacon Act. 

The requirements listed above were established to enable 
the Secretary Ihe Ipeasumystosmnskevperjodic compliance 
States and to assist Congress in determining whether the revenue 
Ens program Should be continued, revised, or terminated at 
E ud or the initial five-year period. The Secretary of the 
[Meeesury will report to the Congress not later than March 1 of 


Esos vear on the operation and status of revenue sharing alloca- 


during the previous year. 


Reports to the Secretary of the Treasury 
Bach Unit of local government which expects to receive 


Minas tfatter January 1, 1973, must submit a report to the Secretary 


ltbid., Sec. 105. 
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ern. Torth the amounts and purposes for which it plans to 
ethe funds. This report is to be submitted before the be- 
we of each entitlement period and must be submitted in the 
mememeand detail prescribed by the Secretary. Then after the close 
ch entitlement period, a report on how the funds were act- 
Nay used must be submitted. Additionally, the reports must be 
made available to the public by publishment in a newspaper which 


has general circulation within the aaa 


ooe e On the Use of Revenue Sharing Funds 


Only minimal restrictions have been applied to the use of 
revenue sharing funds. Two general restrictions apply to both 
state and local governments: Funds ES be used for matching 
funds for Federal grant-in-aid programs, nor may they be used 
Ex rcjJects or programs which discriminate on the basis of race, 
eotor, sex,or national Sr Ma These restrictions are the only 
Ones imposed on the state governments. Local governments have 
nucModditional prohibition that revenue sharing funds may not be 
used for educational purposes other than libraries. Additionally, 
local governments must use their funds only for "priority ex- 
penditures," which under the provisions of the act are defined 
as: 

1. Ordinary and necessary maintenance and operating 

ẹxpenses for: 

Ibid., DOCENT 

^1bid., sees. 0B, 122. 


JIbid., Sec. 103. 
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a) public safety (including law enforcement, fire 
protection, and building, code enforcement ) 


b) environmental protection (including, sewage dis- 
posal, sanitation, and pollution abatement ) 


ej) public transportation (including transit systems 
and streets and roads) 


d) health 

e) recreation 

f) libraries 

g) social services for the poor or aged 
h) financial administration 


2. Ordinary and necessary capital expenditures author- 
ized by law. 


Although local governments are required to use their 
money for these categories cf expenditures specified by the act, 
the categories are of such a generai nature tnat a great deai 


of: latitude exists in the expenditure of revenue sharing funds. 
Maintenance of Support by State Governments 


To ensure that state governments do not use revenue 
sharing as an excuse to curtail support to local governments, 
Ebr requires that each state must provide as much support 
Ew local governments as it did during Fiscal Year 1972. 
Beginning July 1, 1973, are late cowernmentcsuhlehn reduees Its 
aid below the level of aid provided in Fiscal Year 1972 will have 
M revenue sharing allocation reduced E This main- 


memance Of support provision may be waived only if the state 


libid., Sec. 107. 





62 


E cover certain funetions which were previously the respon- 
EUN ty of local governments, or 1f it gives or transfers to 
local governments new taxing authorities. 


E dera e Vod ek i) Collection of 


Stace income Taxes 


Provision is made in the Revenue Sharing Act for Federal 
collection of state income taxes at the request of state govern- 
ments. If a state exercises this option, the Federal Government 
mu oshnandle the administration of the state income tax. Under 
this provision, the Federal Government would collect the states' 
share in the withholding of income taxes from wages and salaries. 
Employers withholding state income taxes would pay them to the 
eee resacury instead of to state treasuries, with the withheld 
funds being paid promptly to the states by the Federal Government.” 

To take advantage of Federal collection of state income 
taxes, the state generally is to conform its income tax to the 
Federal tax. The state may either express its tax as a percentage 
of Federal income tax or apply the state income tax rates to the 
Same base as Federal taxable income. In both cases, however, 
ENUUStments are to be made for state and municipal bond interest: 
Eucome, state income tax payments deducted for Federal income 
Damepurposes, and Federal bond interest Income.“ | 

Mis proviston is to go into effect on January 1, 1974, 


Beast five states accounting for at least five percent of 


sec. 202. “Ibid. 
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mee caxnayers in the U.S. have requested Federal collection of 


4- " 3 . de: 4- = ^ ^ e + se ^". 579 
uw or stat leue ases. 


O 


NIDOS eos provision ere noted. One pur- 
Is to achieve à derree of standardization of state and Ped- 
EN coue tax laws for those states opting for this collection 
Ecce.  Anotho» is simply to provide a service to the states 
through the efficient collection mechanism of the Internal Rev- 
EU Service. A major rurpose is to encourage the use and ex- 
Em on of the state income tax as part of the stimulation of 


E cand local tax efforts discussed in Chapter II. 
Dista ote ion or? Revenue Sharing Funds 


Pile cor rcontliictine Interests in the House and Senate 


whan 


- - 


tha Rartran: 
we we db har Dos. 


-a rs 


IN DIE oo RO ca O). cis Sep- 
Meteor Ormulas were developed for determining an allocation for 

EM ote. The House formula ia pegcthe larror, industrialized 
EE 2nd tle Senate formula, predictably, benefited the 
EET ore rural states. Rather than accept a compromise 
wa Congress simply adopted both formulas, essentially al- 
w each state to take either the House prant or the Senate 
MESES trichever would be the more generous. Then on the related 


5 o un E ~ - ser ^ 4- ^ ~ ry $-— T^ fr pt 
EMEN 770; 21loc23tions within the states, the conferees chose 


Hr 


EUM ute formula vhie^ focuses furds on the cities and poor 


2 
Perel areas. 


=] 
ae 
N t 
Dd., sec. 204 
eur run a he s vr : a T ^ NT Ee qoa 3 M 
NU IgO IO LOA COM oC Ti bow EE ecments : Dec 
~r c e. $ (S 4 roy p A o v | erg Ta E te aT n ES Avie ^ * 3 7 (^ T 
MN ONS] Cuertepl:; Ve nord ¿e LoODer Ls 1912, 
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Thewvwo 1ermulets Fill be discussed in some detail to 
MOn the specific allocations are determined. Then the 


EEUU U"echlo2l ztebps involved in the distribution will be illus- 


med by means of a chart. 

The Senate formula, known as the "three-factor formula," 
EE bUbes revenue by using a “population factor," a "general 
meet fort factor,” and a "relative income" factor. 


Mier tr nree=taector formula” for computing revenue sharing 


: l 
Eas follows: 


Each state's share = 


lion) X (population) X (GTEF) X (RIF) of a state 
MAS products of (population) X RIF) of all states 





where 


m on is the total amount available in 1972; this 
wiliiyary somewhat in subsequent years 


An General Tax Effort Factor = 


ED — co ccr (-uste and local) 


u tow ae IN 


Ae cette: Personal Income 
Rir = Relative Income Factor = 


aa anı.az Imeome of 5.5. 


EN c meome of that state 
NEN 5: 2 95.ervaoctons sre made at this point, The 
EM s that an increase in the GTEF would increase the share 


BEEN Sc c2ved 3 oa state, and that riven a particular Argregate 


i cl C a 
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Personal Income for that state, the only way to increase the 
Eus to INCREASE the level of state and local taxes. This 

IS not tO infer that a state would necessarily raise taxes in 
ED orneprease its proceeds from revenue sharing, but it does 
est char a state would be reluctant to cut its taxes and 
Tose revenues through both the tax cut and the ensuing decrease 
in revenue sharing funds. 

Fhe second observation is that a high RIF is also favor- 
feet Or a state and that the lower the per capita income of a 
Eve the higher will be the RIF. Additionally, the lower the 
me Toi a state, the higher the GTEF, and consequently the 
ener the state's share. In summary, the "three-factor ee 
memos en@se states with high population, high local taxes, and 
mow Ancome. 

The far more complicated "five-factor formula" developed 
by the House divides the total amount of revenue to be shared 
Mive parts, each determined on the basis of a different 
EB cezor as follows: 

I Population 

ee Urbanized Population 

3. Population Weighted Inversely for Per Capita Income 

4, Income Tax Collections 


me General Tax Effort 








Maen parte is determined as follows (Note: the figures of $3.5 
On asd $1.8 billion represent two-thirds and one-third, 
EE ively, of the total amount available for 1972, and will 
Perv somewhat in zubseauent years): 

Enn fart: Each State's Share = 


ie Sere Senet om) K Population of State 
Population of All States 


eond Part: Each State's Share = 


DX run) Urban Population of State 
brates OoulatiOn Of All Staves 


Enird Parr: Rach State's Share = 


r 
- 


IS 3.5 billion) X Population of State ACNASUI. rer Capra POM 
ASA crono ili States Beate Per Capita fe 





EE "Lsxaguce:s of (State Provulation) 5 (iavicral rer Capita Income 


(: 
Bu erscapıcranıncenme ol ALl States) 


BEurch Part: Bach State's Share = 


D e e obi! One State. Income Tax 
lIn ICOS n lax 


Ben Part: Each State's Share = 


= 4 » . = 4 P IR 
MA o General mee “ifort Factor of State 
| General 4 Oort actor of 
eos 


5 QC* 4- — $ 
Eq QUIE ET 


where 
Peo od 


Peon) neones 
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Dono slowNrecbservations coneerninr* the "five-factor 
Im ula" are made, considering each of the above parts separately: 


E cte bD5prt — the bigher the population of-the 
Aca erT LE De JUS Smare. 


CP o Part — the nifner the urban population 
@l tne state the @eeater will be its share. 


ra aart = the lower the state per capita income 
eee Cer De Itme Nhare; additionally, greater 
oa on wer) increase this portion as well. 


(d) Fourth Part - the greater the state income tax 
themereaver will be its share. 


(e) Fifth Part - the greater the general tax effort 
D mneSscoateocUNecrreater wlill be its share. 


In summary, the "five-factor formula" favors those states 
aten urban populations, high local taxes, states with in- 
MD a xXes, and states with iow income. The First, Second, and 
arts each account for approximately 22 percent of the 
E ount a state receives, the Fourth and Fifth Parts account- 
meer lf percent cach. Perhaps the most important point is 
meeemeciic effect of high state taxes is given even more importance 
Meeer this plan than under the "three-factor formula." 

E x vo TOrmulas discussed so far are used to determine 
EE uouunt of money going to the state as a whole, not to the 
Zero vernment itself. Once this amount has been determined, 
Eu uPrPd of 1t Foes to the state government and two-thirds to 
EN er-echelonegovernnments within the states, i.e., county 


ENS tco nship or other local units of goverrment. Provision 
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E Iso made for Indians to receive allocations of revenue 


e O On Of Sumas LO Clie local units of rovernment 
e a a a usinr a variation of the "three-factor formula.” 
Ercamount going to a county area is determined as follows: 
Weumey Area's Sharey’= 2/3 (State Share) X 
enrolla tion S (GTER) X E» 


E0000] poocnctocor (topulatiohn 
for All Counties 














GTEF 


Enzerestingly enoush, the share for Indians in the county has 
farso priority after the amount for the entire county area has 


been determined. This is calculated as follows: 


mare for indians in County = Totai County Area Share X 
indian Population 
"oum v Posulcordo0n 
Miter the indians' share has been deducted from the total 
area share, the share for the county government itself is 


EUupHuted as follows: 


B untycovenrnment's share = Remaining County Area Total X 
Adjusted Taxes oi County Government 
NO LA 01 joe. 1 Government Urtlts in 
COumo me solidi. County Government 
Econ be seen from the above formula that tne County Government's 


ENS based upon a proportional share of the county area 


i 2 3 
HU. Sec. 103. Hie 


y 
Ibid. Ibid., Sec. 108. 


jeu 
. 
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@ayusted taxes. The shares for the townships and municipalities 
fee the county are computed in exactly the same way, i.e., as 
EN UoDortional share of the county area adjusted taxes. 

Se amination Che formulas for computing the County 
Area's Share and the County Government's Share reveals the same 
emphasis on tax collection at the local level that was discussed 
er 1n regard to the state allocations. That is, the higher 
a county's taxes the higher will be its share. It is also ap- 
parent that a county with a large Indian population could have 
much of its money allocated to the Indians rather than to the 
Benney government. 

Chart I on the following page depicts diagrammatically 
Mint restate distribution ct revenue sharing funds among the 


counties, townships, and municipalities of a state. 
Change of Allocation Formulas 


The Revenue Sharing Act includes a provision permitting 
NES FO Modify the allocation formula to be used in distributing 
funds to the local units of government. This allows the states 
E ut the weight of general tax effort factors and relative 
income factors in the allocation of funds. A state may exercise 
Mois Option Just once during the five-year term of the program. 
Such action requires the enactment of a public law by the state. 
The state must also notify the Secretary of the Treasury not 


later than 30 days before the beginning of the first entitlement 
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med) FO Which the new law applies. The Secretary then will 
EE tha. the Stace law complies with all requirements of 
Mumemeocal Option formula, and that the law will allocate to 
Meee ~overnrents all funds to which they are entitled under 
Bene: for each pay period through December 31, ero. Any such 


[mess Apply uniformly throughout the state. 


AQUA 


Poa ting will be conducted by a staff of about 25 accoun- 
Bars who will be used to back up normal state, city, county 
ECO NN audits. Of the 39,000 different governments entitled 
bo revenue sharing funds each year, about 300 will receive routine 


Ta 


4-3 p zT ^ 
OU Os cl wa V vob 


z 


Na statistical sample basis. In aad 


Dezsspeciari auurus in cases Ol irregularities, racial discrimina- 


Es 2 
mmemececes, and wage problem cases. 


md, See. 108: 


^lbid., Sec. 123. 
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BUSNROSESZHEOR WATCH REVENUE SHARING FUNDS 


WILL BE USED 
General 


Information from several sources was used in order to 
draw conclusions concerning the uses to which revenue sharing 
funds are being, and will be, directed. Personal interviews 
were conducted ith officials of some 40 local governments in 
erent states to solicit their opinions concerning the 
pPevenue sharing program and ascertain the intended disposition 
EMEUngdgs under the program. Other information was obtained 
from the Council of State Governments, the Senate Subcommittee 
Om intversovernmental Relations, and various magazine ard news- 
Ber articles. 

One common theme emerged from the personal interviews: 
fecal! SOvernments are proceeding on the assumption that revenue 
Pies is only a temporary program and that it will not be 
ended after icis present five-year life. Some of the offi- 
Cials interviewed expressed the personal belief that the pro- 


EN oBid become permanent, but at the same time were unwill- 


(b 


i 


by 


Mco base th ncc o»rojeetions on this belief. There- 


E the overwhelminz majority of local governments seem to 


12 





T 


La} 


Meee CCU Cle it money toward capital improvenients or pro- 
NO iii ted curation, 1.@€., activities that will not 
NIre continuous funding over an extended period of time. 

ee eee! Orie a S conducted for the benefit of 
Memeni cials, the Oíffice oí Revenue Sharing has urged that 
IS er vative aporoach be taken in the use of revenue sharing 
funds, and has presented certain suggested guidelines for 
emendi tures, guidelines that emphasize the possible limited 
mire of the program. ~ Thesen urdelrnes are not binding at all, 
inasmuch as governmental units are free to spend their money 
Eu de range of programs, so long as the specific limitations 
of the 1972 Act are observed. Since the Office of Revenue 
sharing is an agency of the Treasury Department, its advice on 
Peenaing may reflect a tacit ee alreadv made bv the 
Administration to eliminate the revenue sharing program after 
the initial period elapses. 

A noticeable shift in the attitude of local officials 
observed in the interviews conducted in late January and 
February, as opposed to those conducted in December and early 
IE. Fin The earlier interviews an optimistic, grateful 
Ide seemed to prevail. Officials spoke of how the new 
EN 1 ouid allow chem to complete certain projects that had 


EN !2uned ror sce tine, but or which there had been in- 


M ent funds avalilaile.  Zevenue sharing would permit 
l * * y * e? 
eee er Ncc ee City Clerk, “artselle, Alabama, 


* > Se v , T MS d À 
M nery iew neld lcemrter 2L, 1972. 





meen local governments to build their new fire departments, 
Ne stations, recreational facilities, etc., without the 
imposition of new —€— Almost without exception, the offi- 
NEN Us nrerviowed looked upon revenue sharin as a frodsend. 

In contrast to this earlier euphoria, however, the 
Me Tals interviewed most recently tend to view the program 
with suspicion. While they are happy to be receiving money 
from Washington, there is apprehension that some other Fed- 
erally supported programs may be curtailed. The budgetary 
En nation that has emerged between Congress and the White 
House in recent weeks has clearly had an effect on local gov- 
ernments and their plans for use of revenue sharing funds. 

In the earlier interviews most officials could point 
vO venvuauaVe piañs ror wuicu revenue snaring Iunas would pe 
sedas but in the later interviews a wait-and-see approach 
has emerged. Since there is no requirement to spend the 
Eun the immediate future, there is a feeling that no 
definite plans should de uneılache extent of cuts in 
Meier areas, if any, is known. Some governments, therefore, 
Ecsdeposized their funds in interest-drawing accounts with 
EB ntent of waiting a year or so before making the final 
MeetstOn as to OT Uso 

InEceneral, there seems to be very little predisposition 
EN o! scovernments to reduce taxes, though this is being 


meme in Some cases, Pree Lo reasons most oftem extended for 





Bestand were that revenue sharing funds would permit only 
EE 05ul)wwuuetion in the tax rate, so small that most 
EE Uc vould- not realizo the difference, and that a tax rce- 


EN Uon vas politieally dangerous in that a tax increase 
would be necessary in a few years if the revenue sharing pro- 
gram is terminated. It was felt that voters would tend to 
Beer the tax reduction ee ecnriezou years. Additionally, 
mesrzofficials believe that their constituencies favor using 
the funds for "extras," projects that could not otherwise have 
meen funded. 

oe eet teloatesinverviewed in December and early January 
wanted revenue sharing for stabilizing the local tax rate, 
Aster taine that without this money a tax increase would have 
been inevitable. Those interviewed in late January and Feb- 
ruary reserved judgment on this point. Some felt that if Fed- 
EX NDPognrams are cut in other areas, a tax increase might 
See prove necessary. 

Me enmar the early elation by local officials over 
Ea Prospect of revenue sharing funds has given way to an . 
meee Of C&utious optimism at best, and deep pessimism at 
Meee concernin; the ultimate benefits of the program. In 
EN "I! ansciysis, revenue sherins may be the vehicle for 


EE duoction of Federal funds to local governments. 


S = - y AS : e m = (Cx es = A S d : 3 3 s 
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mMearely indicated that no decision had been made concerninr 
EE uelr fundo would be used. Brief and uninformative inter- 
Mot this type ere not written up for inelusion in Appen- 
E IT. 

A more Gefinitive concept of how revenue sharing funds 
EN Dected to be used can be formed by consideration of the 
following examples:l 


(1) Gainesville, Florida, (pop. 64,510), will use its 

207,208 from the first two payments (half received on 

December I »cmaehalft on January 1, 1973) for cap- 
ital expenditures, primarily street improvements, sew- 

Ds ovens, ana recreational facilities. None will 

be applied toward tax reduction. 


Cepeflachnua County, Florida, (cop. 104,764), of which 
Gainesville is the county seat, will use one-third of 
cunas each year for tax reduction. The reduction 
LM uocupntutolsbout one mi!t. The county is uncecided 
on how to spend the remaining two-thirds. but prob- 
ably in the general category of capital expenditures. 


@pmerertcse! se. Alabama, (pop. 7,355), plans to avoid 
Meendins On programs Of a continuing nature. Funds 
e che first two Checks will be spent for street im- 
M n a New read greder, and a new dump truck. 


Decatur, Alebame, (pop. 38,044), will place its 
Mente snarins tunes in a supplement to the regular 
Meer  Une-ti: ra of the funds are to be used to up- 
de Presenviy underfunded departments, and two-thirds 
Ec cotal exoendibures. Specifically street improve- 
Memes, mew fire department equipment, and a drainage 

on er. Decazıar has a moderate tax rate and does not . 
m tOnuoe a4, tunds for tax reduction. 


Meee eos te, Alabar.a, (pop. 137,302), has deposited 
(ec 1unds in an interest-bearing acecouns ond nas rede no 
Meee orice plans DUNG IS NUS pour vice. twill nou De 
Mee Ge Lox re ction. 








eee 15 AL Commecvicut, (pop. 3532), will use 
Mie cor cobatal expenditures that had already 
Ia road construction truck, a police 
e dana TT scales and a scale house for 

A COR (lame, East Granby's first two payments amount 


At 


ere OD 


(jp our t tedemmeemm@ecticut, (poo. 8,634), plans to use 
uud Ol a Mem trace, a drainare project, and 
Sareial payment of a neu bridge. According to the Maver, 
a tax increase would definitely have been necessary with- 
out these funds. 


(8) Windsor Locks, Connecticut, (pop. 15,080), will use 
NN nas cor bona reduction and part for capital 
expenditures, probably street improvements. Windsor 
ass rebtical of the program's future and is pro- 
ceeding very cautiously. 


(9) Chicopee, Massachusetts, (pop. 66,676), estimates 
Grat two-thirds of its funds. will be required to stab- 
ilize property taxes. A tax increase would have been 
Meeessary but for the assistance provided by the revenue 
ehar Ins program. The remaining amount will be used for 
Capital expenditures in the public safety, environmentai 
Pr SOMMER MER Oc transporo2stion areas. 

(10) Manchester, Connecticut, (pop. 47,994), intends to 
nocesvs funds for revitalizing the main shopping area of 
town. This will be done by spending the money for high- 
Way and Sidewalk cons@ruction. Manchester feels that 
MD roving both ee andscucbomobllevcvcrariso flow 

CO zshnonping area „ill yield tons range business and 
tax benefits to the town. 


EMEN Connecticut, (pop. 6,150), has invested its 
Bere rS fund at 5 3/43 interest for a period of 
E e an expeets to spend che money on a 

Meer ary. at add tional patrolmag, and radio equipment for 
Aa stand torn zrucks, buw wants to wait a year -« 
E ina arm decis2on. There is uncertainty 

Po eO rnin bho SOUND Ores obio e Drenram, and 
Ea eU "nurs vO commit itself. 


Perot. ey, connecticut, (pon. 17 5 departing 
Meer one svanüa:s3s uc Dass ner Lownc and is 

Metis bo) toe tc Toney for echer than canital expend- 
Eus a ctron. Sinmsturvy's money wili be spent 


v 
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CN HuNppPcesdepapPement staff, the highway de- 
Doe ne CO fare a new finance director. Some of 
the money will probably be spent for road improvements 
oc Mewes nOst Of 26 1s going for programs that will 
Gequare Concinuous funding, whether or not revenue shar- 
ing is extended after five years. 


Coo a necon a Connecticit, (pop. 31,952), will use 
its money for capital expenditures already planned.  Rev- 
enue sharing funds will enable the town to speed up the 
completion of these programs, which include a new garage, 
Prt oeenwaneG fj ehiway repairs, and extension of storm and 
sanitary sewer systems. 


Ga) Brattleboro, Vermont, (pop. 12,239) is using its 
money for an unusual purpose. The city is required by a 
recent state law to change to a fiscal year accounting 
system (July 1 - June 30) no later than July 1, 1977. 

The first budget under the new system must cover 13 months 
Poo i ecnomeraemmormal 12. Therefore, Brattleboro plans 
to shift to the new system in July of this year and use 
ices revenue sharing funds to support the additional six 
months of the budget. 


(15) Woodstock, Vermont, (pop. 2,608), will use its funds 
for the constructi onor a New fire ENS On. 

(16) Concord, New Hampshire, (pop. 30,022), plans to use 

Domo coca iba expenditures already planned. There 
will be no new programs. Without revenue sharing funds a 

tax increase would have been necessary. 


a cast Haprtfoprd; Connecticut, (pop. 57,583), admits 

to having no real need for revenue sharing funds. This 
city has a lot of heavy industry that provides substantial 
Pere nie CO Che Community. Property taxes in East 
Hartford are lower than most of the state. The city has 
Ao made specific plans for the use of its money, but will 
probably use it for improvements in the police and fire 
departments. A tax reduction of 3-5 mills is also planned. 


Mi Neweravyen, Connecticut, (pop. 137,707) is worried 
enat cuts in other Federal programs are going to be made. 
De e enee dS che funds badly, but is making no plans 
ehel expenditure until the extent of cuts in other 
Paosrams rss knoun. There will definitely be no tax cut. 





Cee oer eld. Con Wet icuk, (Dap 76,662), fects 
ar COVEN sarin Propran does not deserve all the 
Dovone qw WEN licity it has been receiving. The Town Mar- 
MS eS o lav une rerulations governing the program 
eee eee OO...  wetheuwse leld will uce its money 
A A primaeı)vy by payine for capital cx- 
PQ Cie already pTífined. 


1 
e 


(20) Aurora, Colorado, (pop. 74,974), plans to spend 
I money tO remodel a public golf course. 


(21) Glenarden, Maryland, (pop. 4,447), intends to use 
Sands CO expan the town Wall to hold larger crowds 
e eckena cabaret dancesihela there, 

Mare limar y lana, (pop. 10,525), Is planning on 
MAS Omer Its money to buy the old National Guard 
NS che city and turn it into a recreation center. 
(23) Bowie, Maryland, (pop. 35,028), will use its share 


P@omecabivarl expenditures, primarily for road improve- 
ments. . 


Intended Uses of Revenue Sharing Funds by States 


As discussed elsewhere in this paper, most of the state 
governments have projected surpluses for the current fiscal 
Meana many have huge surpluses to look forward to, Revenue 
Eu HP iunds are therefore not as crucial to financial planning 
Meme State governments as for the local governments. 

Bee sr overmmeres re pponLibited by the 1972 Act from 
EM revenue snarin; funds for educational purposes, but state 
rovernmernts io Ue Ue cMIOn Varal States, lneludings 


NO nia, Lus Jerscy, Oregon, Pennsylvania, and Virsinia will 
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eCall of Oregon will submit a plan to the state lerislature 
BENED Completely revise the setool financial structure such 
Berne state provides 100 percent of the operatinr costs of 
NE Y and secondary schools. Revenue sharing funds vill be 
Meerected toward this goal, with a substantial decrease expected 
Moca property taxes. 
yerel other states plan on using their money to help 
Tower the property taxes at the local level. In some cases 
weeer Cy tax reductions will result from increased state aid 
Eweducation, in Oregon for example. Other states will use 
Erevenue sharing funds in a more direct manner to per- 
mat reduction of property taxes. South Dakota intends to 
mumoma Major reform of the state and local tax structure with 
eS SNnNare. Jılinois, Kansas, Marylana, Minnesota, Vermont, 
Econ, Wisconsin, and California all have some form of 
Eu c tundine to local governments to allow a property tax cut. 
Some Bee, Sie ser Woe their funds to embark 
Meemenew programs. perce na wear nmeescaoıtal projects author- 


meeemoy che state legislature, but for which the bonding program 


^ 


EIN cjded by the courts. Louisiana plans to use its revenue 


a 


nee an expanded hirhway construction and maintenance 
Eu South Carolina expect- to effect major expansions in 
Nas of health care, criminal justice, and education with 


: . SUM AP uA ce SIC T 1 nn) 1 1 1 
BEEN nue s5oarir- fusmdc. Tennessee will make innovations in 








EM as Of Carly childhood development, including statewide 
eer lems which the state Goes not presently have, mental 
meron, and correctional institutions.” 

MS a eleven isomer emes are expected Vo use their 
manos tO improve the school systems, finance local property 
EN cductions, and establish new social welfare projrrams. 
EN neral, the states are not using their funds for direct 


capital expenditures. 
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CALI 
Pec lei ANALY oo Or REVENUE SHARING 


EE oneosenmts Of Federal revenue sharing have based 
meee support of this program on the following propositions, 
among ner: 

(1) That state and local governments face a common fis- 
isis, that they are financially unable to provide the 
services required of them, and that they have only limited 
Ese FO raise additional funds at their level. The states 
have exhausted the sources of revenue available to them, par- 
ticuiarıy since tne rederal government has preempted the major 
Ace Of revenue, the income tax. 

(2) That revenue sharing is an equitable method of 
Mene money to meet state and local needs and is an efficient 
meenmod for meeting public expenditure requirements at these 
levels. 

(3) Tnat additional sources of revenue are necessary for 


Eu ccand loeal governments beeause the need for funds at these 


ill grow nore rapidly than: revenue in the future. 
NN. Trevenvewomerin- will hele restore traditional 
^ $ P . . e er ^ E -~ ? EL Ma. = * un T vy ~ er - 
Be GeEMOcracvic principles by returning more power and 
E V Len ° = Y | TW 2 A EAEN W . A E 
Beer ae Pelference Service, on. cit., pp. 20-35. 





authority to the lower echelon fovernments. Revenue sharinr 
ENENN ot only expand She activities SR thc puc Cp HU T un 
E nnments, but will contribute to the equally desirable 
femme rrotordirn-^ the growtr of the Federal fovernment. 

(5) That states will have practically no restrictions 
EN use of shared funds, and that local governments, while 
Eur more restrictions than the Ecco cepmmenbs. wrll ste 
have considerable leeway in the expenditure of shared funds. 

(6) That the Federal government is assuming only a 
limited financial obligation for a limited period of time (five 
years). 

(7) That this program can be administered with very 
tte growth in the Federal bureaucracy and with the imposition 
Ol only a few administrative procedures on the recipient govern- 
ments. 

(8) That there is little alternative to revenue sharing 
Oca l rovernments are to continue as a viable part of our 
er amentel structure. 

(9) That funds made available to state and local govern- 


Mare designed to encourage them to expand their revenue 
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END Der 5y greater use of income taxes or other revenue 
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Berger tO assess the validity of the assumptions on which 


Bey are based. 
Beetle ar State and Local Governments: 
er rn era Er den Tre nr er EE 


ahe kevenue Sharing Act of 1972 is based on the assumption 
EI states and localities face a common fiscal crisis. Some 
Mires and localities clearly are confronted by a crisis of this 
type, despite a high tax burden on their citizens; but on the 
Eher hand, many localities have not exhausted their own resources 
Or even strained themselves. For example, six states have no 
income tax whatsoever, four others use it ina narrowly selective 
Zara in Fiscal Year 1971, individual income tax collections 
represented less than one percent of personal income in 2? 
HS. State and local officials quite naturally prefer ob- 
taaning "free" funds from Washington rather than face their con- 
EE Uueneies on the issue of taxes. 

aes itaneial Situations of the various state and local 
Pevernments vary so enormously that it is very difficult to 
ze, The most accurate generalization, however, must 
Surely be that the potential sources of revenue available to 
E Eovernments have not been exhausted. It was pointed out 
Ebovecthat the stete income tax has not been virorousily applied 
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ENOSUt states. Jievlime the state income tax from a slightly 
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Meee rent perspective, despite the claim that the Federal gov- 
MEME nas preempted this major source of revenue, six states 
EU. Minnesota, New York, North Dakota, Oregon, and Wiscon- 
BEEN U'bonlly derive a considerable proportion of their total 
revenues from this source. The other 44 states fall far below 
E erel, imposing a very low rate of taxation or not util- 
Mns the state income tax at all. 

Other taxation measures also remain unexploited. Five 
states (Alaska, Delaware, Montana, New Hampshire, and Oregon) 
Memeo general sales tax, and of the others that do, the rate 
exceeds 4% in only seven "Ts Six states (Nevada, New 
Hampshire, Ohio, Texas, Washington, and Wyoming) do not impose 


EMEN oOrete income tax, and the taxation rate is very low in 


uy ha 


Door the states that do employ it. ArCROUEN property Is 
cabby all local governments, the rates are several times 
meer ın some states than in others. 

Bene aıs No Intent tolclaim that the tax systems and 
bases of all tne 50 states should be the same, but the tremen- 
EUsOevariation that exists are difficult to ameriiy. "The ines- 
REXSbye conclusion is that the states differ greatly not only 


IM ur ta:ation effort, but also in thelpr willingness to meet 
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Eur own social oblirations. It seems clear beyond doubt that 
Ma Jo ity of the states could increase thelr revenues sub=- 
ali by requiring the same sacrifices from their citizens 
Ben conscientious states are doing, rather than walting 
for the Federal government to come along and solve their problems. 

omerstatesghavessin fact, recently taken steps to ex- 
ploit these additional sources of revenue, Florida has a pro- 
Meteo SUrplus of $300 million for 1973 due to its newly adopted 
meate income tax, and within the last two years Ohio and 
Pennsylvania joined the ranks of those states having state income 
taxes.! otates have long been reluctant to impose personal and 
corporate income taxes for fear that new industry will be dis- 
Iud by states that do adopt these measures. These states 
realize that it is not enough for an industry to simply 
bring jobs to a community, though this is certainly an important 
consideration. CORC utr y Showaagealsozeshntributeste the com- 
Enc by direct taxation. Most communities would be better off 
E yvings the industry if significant tax incentives must be 
Meee in order to attract the industry in the first place. 

Ba ces, 1ike individuals, require services from the 
E uPv.y,. and like individuals, should be taxed to defray the 
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eer Oren. state And local povernments, it is apparent 
Eu rdividuals in the same income bracket are taxed diff- 
E t Ceopencing on their dcmiciles. Even though revenue 
Meme, Das cerid income redistribution features, the bill 
fetes great emphasis on the tax efforts of state and local 
Ie riments, and encourages the maintenance of high taxes. 
Memeretrore, the existins inequity is likely to be perpetuated. 
ema Jor point is that our present system of taxation treats 
people in the same income bracket differently simply because 
Eu ave in different places, and revenue sharing does little 
to redress these inequities. 

Revenue sharing as an efficient method for meeting pub- 
IN cenditure requirements at the state and local levei can 
De Girectly challenged on the basis that it will help perpetuate 
EN cIsting inefficient structure of many local governments. 
Ehesproblems of many local governments can be traced to the fact 
EU E:here is duplicaticn of many services among various units 
EN cvernmenc. Governments often overlap one another to the 
EM st Chat several different levels may tax the same parcel of 
Paper ty. mus ELPoaddsMalverrent power and functions have 


EIU utly led to unnececsary conflicts and competition. Not 
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ED Ms]! revenue shnarirrc help rerpetuate this situation, but will 
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weolaliy make it worse for this reason: camoswrocictance under 
A nuc osuarin5 15 provided to every unit of 10ocal foverrment, 
Eo rhose whose share is computed to be less than $200, small 
SES will be encourasred to incorporate and share in the 
Rederal bounty. Instead of maintaining the existing fragmented 
Swemover lapping governments, and indeed aggravating the problem, 
Meesosures are needed to move local governments toward more co- 


Mesave, efficient units. 
Need for Funds at State and Local Levels 


Supporters of revenue sharing have frequently stated 
that the need for funds at the state and local levels will grow 
more rapidly than revenues in the ee porn ve a wong 
time, especially during the late Fifties and most of the Sixties, 
Eos in fact the situation. The basic fallacy in assuming 
E nis will continue in the future lies in extrapolating the 
trends of the past cecade over the decade ahead, without making 
mmemaporopriate adjustments to reflect the changing society.“ 

From the mid-Fifties to the mid-Sixties several import- 
EN  ctors promoted a huge expansion of expenditures at the 


* 


EN 0 nd local level. First, there was a backlog of requirements 
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Ne tacilities left over from the deprivations caused 

gear fi. Secondly, the postwar "baby boom" resulted 

EN CDessin:s school enroliments. At the same time, advances 

EM cul Science arma tne adoption of health and welfare 

Services caused the number of older citizens in the vopulation 
meme rease ae These conditions that created the 

E cUemand for publie facilities are due to change significantly 
@erane the next decade. 

The backlog of needs from World War II has long since 
pl ufjilled. The birthrate in the U.S. reached its peak in 
che Tate Fifties, and has declined to the point that today we 
have almost reached "Zero Population Growth." In many areas 
En ol ment In puollie senools has already started to decrease. 
The "war babies" are now adults. The decline in school enroll- 
ments will become even more marked as the results of our present 
low birth rate begin to be felt in the next few years. Addition- 
Ine number of older citizens as a percentage of the popu- 
Nom has Mem Moe tner aio the increased 
EN 0f the older citizens provided by recent increases in 
Security and the adoption of Medicare, should ease the 
M Orn increased services from local units of government. 

Br az) Ghese factors, expenditures required 
Meme cain che present scope of public services at the state 


IS al levels zhould ise wy a much smaller amount in the 
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Memo, decade than in the past decade. In summary, it appears 
revenue Sharing is a concept whose time has passed; but 
ironically, it was adopted just as the future began to brirhten 
for state and local governments. In 1967 the Committee for 
Economic Development estimated that the required outlays by 

state and local governments for public services in 1975 would 

be $98.5 billion. From 1955 to 1965, state and local expenditures 
had increased by 123 percent.” 

At the same time, the Committee for Economic Deyelopment 
projected the net revenue yield to state and local governments, 
from the existing tax structure, at $119 billion in 1975, a 
figure far in excess of the projected requirements. As a matter 
of fact, in 1969 the revenues realized by state and local gov- 

ernments amounted to $114.5 billion.” 

Miecmicscerecenvusimlormation available concerning the 
fiscal situation of state governments paints a rosy picture for 
pEuULure. Governor Ronald Regan of California was recently 
quoted as saying that his state's budget outlook is "brighter 
than it has been in years," and Governor Nelson Rockefeller of 
New York declared that his state has “weathered the severe fiscal 


crisis which beset us for the past two years." 


Ile eo pi Cita, D. 933. 


os. Bureau of the Census, Statistical Abstract of the 
EE 5tates: 1971, (92nd edition) Washington, D.C., 19/1, 
Em 300. 


"mne Fiscal Forecast is Fine for the a Business 
lec Eebpuary 17, 1973, p. 68. 
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wea majority of the states there are budgetary balances 
D pases for the foreseeable future, few new state taxes, 
and in some states, even tax cuts. The following examples 
EE vo illustrate the healthy fiscal situation of the state 
governments: 


EI Florida will have a surplus on the order of $300 
million, due primarily to the long-overdue adoption of 
Ber öorporate income tax. 


{2) Michigan is expecting a surplus of around $220 
million for the current fiscal year. Governor Millken 
has proposed tax cuts for both individuals and corpor- 
eeerons Lor the next two fiscal years. 


(3) Pennsylvania is also sufficiently liquid to be con- 
Sidering a tax reduction for both individuals and corpor- 
ations. 


(4) Connecticut's budget for the current fiscal year 
provided for a small surplus, while at the same time 
reducing the sales tax from 7% to 6.5% and renealing 
Eme business taxes. 


(5) Mississippi has an $80 million surplus of which 
Me least part will be distributed to local governments 
within the state. 


(6) Georgia will use its $50 million surplus to either 
reduce property taxes or boost state aid to schools. 


Nata fornia expects a whopping $850 million surplus 
Per the current fiscal year, and possibly $1.2 billion 
Sa che next. The governor wants to return most of the 
surplus to taxpayers, whereas the legislators want to 
use the money for other purposes. 


[ED New York has a projected surplus of $75 million 
for the current year and wants to put $66 million of 
mils in a contingency fund, a plan that has brought 
Smerzes of political opportunism for the gubernatorial 
campaign next year. 
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(9) Texas, a state with no corporate or personal income 

tax, will have a surplus of $50 million this year, due 

Sieter wy tO higher sales and excise taxes. 

Mea some States, Lo be sure, that are finding it 
MERCES to mect budgetary demands at present, and a few may 
IEA nave to increase taxes. The fact remains, however, 
that state governments in the ageregate had a surplus of $12.3 
Eo Srt the end of 1972, including $2.65 billion from revenue 
sharing. Mhis clearly indicates the ability of state govern- 
ments met only to solve their own problems, but to assist the 
local governments within the states. For example, the State of 
Michigar with its substantial surplus should use some if its 
NU assist finaneially-distressed Detroit. This city is 
Znssuch poor financial condition that its schools may have to 


EEUU ENSE Months eariy due to jack ol Arcee Even so, the 
D Michigan appears to be oblivious to this situation, 
enaeplams on cutting taxes rather than developing a plan to aid 
seo ats OWN cities and communities. 

This discussion has dealt with revenues and expenditures 
inche @eesrezate, and it cannot be denied that some local gov- 
Beats will continue to experience fiscal difficulties. How- 
ever, there is ample evidence that the severest financial trials 
Of state and local governments have now been ameliorated to the 
extent «nat these problems can be solved in the overwhelming 


nop of case fiscal measures available to these 
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Bovernnestal units. 
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2 orac on ol Power and Authority to the Lower 


Echelon Governments 


Meeoi emg axon has repeatedly voiced his belief that 
a "New Federalism" is needed to bring governmental operations 
EoSer to the people served thereby, and that a system of rev- 
SM sharing will result in both power and money being returned 
Ne”. sovernmental units closest to the people. Unfortunately, 
STO simple matter to reverse the course of events over the 
EX Neentupry, and especially the last fifty years. 

The role of the Federal government has expanded enor- 
Eu Sv during this period of time due to several important 
meets. One of these is the historic, inexorable trend to- 
ward greater economic interdependence of American society that 


Eu ccends citz 


AMINE 
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Berea cThe pooulacugm 
EN 5br:le that the very concept of residents of a state begins 
Malo Se meaning. The services provided by one affects all its 
EN D5orsS. In short, population mobility, industrialization, 

and the advances in transportation and communications have molded 
the nation into a cohesive whole. These historical trends are 
EN versible, and the likelihood is that the Federal govern- 
ment will grow stronger, not weaker. The flow of a few billion 
EENMOPS to the Eee and local governments, along with wide lat- 
E OP their expenditure, ill not alter the existing power 

lu uoDpships between Federal, state, and local governments. 


Bncesnerscan society will continue to be molded by Fed- 


eral leadership. In providing minimum social and economic 
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standards for American society, the states have always been 
Nu ne Federal government. There are many examples, but 
the Civii Rights Act of 1964 readily comes to mind as an action 
Ie Federal government to alter lonestanding social and eco- 
Meme Comaditions existing in the various states. The Federal 
Esse. has pioneered other social legislation with the in- 
evitable economic consequences. 

the basic reason why many states have always lagged, and 
Will always lag, in adopting progressive legislation has to 
EM uh bhe competition among the states for industry, a prob- 
lem previously alluded ON Some aspects of this competition 
are socially unhealthy and economically self-defeating when in- 
dustry is lured to a state by sacrificing the welfare and best 
interests oli the state's own people. For example, a state may 
mene to impose regulations on industry for limiting air or 
waver pollution for fear of conceding an advantage to another 
state in attracting new industry. All states are better off if 
the Federal government adopts legislation imposing a general 
Banslucson standard that does not weaken any one state's competitive 
Ne cor attracting industry. In summary, the Federal gov- 
ernment has done for the states what they themselves were unwilling 
or unable to do, and by and large this has been for the betterment 
of American society. Revenue sharing cannot, and indeed should 


nov, curtail the power and authority of the Federal government. 
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OMe tinat pornt regarding governmental authority and re- 
sponsibility shouid be made. Public accountability is severly 
undermined by a bill which divorces the responsibility for 
meets taxes from the dispensation of public benefits. This 
is a serious defect, because the public will be unable to measure 
be performance of their elected officials t various govern- 
Mental levels by balancing the tax burdens imposed by these 


officials against the public benefits they have dee 
Restrictions on the Use of Revenue Sharing Funds 


The Revenue Sharing Act of 1972 places practically no 
Ru rccucrons on tne use of funds by state governments, and es- 
tablishes certain categories of e For oCh LoC Ea 
S neS May use their funds. State governments can apparently 
"E tea, whereas local governments apparently cannot be. 
This is the ultimaze paradox of the revenue sharing bill:  leg- 
EN "on purporting to revitalize local government and return 
power to the level of government closest to the people actually 
expresses the least confidence in the wisdom and responsibility 
of the government at that level. 

The restricvions that are placed on the expenditure of 
funds bear the mark of a typical Congressional compromise. The 
Eu e version of the bill placed no restrictions on either the 


state or iocal governments, whereas the House version would have 


d 


EN Sc 5end Conge., 2d Sess. (1972); Committee on 
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Eco firm restrictions on both, The ensuing compromise con- 
E med elements of each vorsion. 

The present restrictions on local governments are some- 
what loose and allow considerable room for maneuver by inno- 
mau ccorficiais, but it should surprise no one if tighter and 
Iu pervasive restrictions eventually ensue, assuming that 
revenue sharing is extended beyond its present five-year life. 
Bst experience is any indication, there can be little doubt 
Acne dependence of state and local governments on Federal 
largesse to meet their basic governmental responsibilities will 
moos in the Federal government eventually prescribing how 


these governments must meet their responsibilities. 
Federal Obligation 


The proponents of revenue sharing have emphasized that 
the Federal government is assuming a limited obligation for a 
limited period of ne Though the President orisinally envis- 
loned a permanent program, it now seems likely that various 
Semeeracal forces will not want it extended after five years. 
However, the same political pressures from lower levels of gov- 
Exmauent that forced Congressional support of the bill in the 
Eu lace, may make it difficult to let the program die after 
1976, especially during the period of a major election campaign. 
The program may well prove to be permanent and ever rising in 


mms cost. 
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Dunaeberope the first cheeks were distributed, important 
Dela ls vere already decrying the inadequacy of the annual 
memes tO be shared. Governor ¡lelson Rockefeller of llew York, 
testifying before the House Ways and Means Committee on behalf 
of the National Governors! Conference, recommended that the 
mma payment be doubled. Ten billion dollars "is absolutely 
essential," he declared.” In short, the same pressures respon- 
error the present bill will insure rapid growth of the 
program to meet the insatiable appetites of officials for rev- 
Mes they can use to finance benefits without the painful nec- 


essity of imposing taxes. 
Froerom Zaministration 


The revenue sharing program envisions an administrative 
Sac ron that can be handled with little growth ín the Fed- 
eral bureaucracy and with the imposition of only a few adminis- 
trative procedures. If revenue sharing becomes a permanent pro- 
wE seems highly probable that it will be accompanied by a 
burgeoning bureaucracy. It is true that the program as presently 
memeertucred takes advantage of existing facilities and Sl 
[Meee ot the Treasury Department to a large extent, but it must 
EN usubered that the program is in its infancy. The first 
round of reports have not yet been received from governmental 


Units benefiting from revenue snaring. With approximately 39,000 
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Beeren: governments already participating in the program, it 
HS inconceivable that there will not be a deluge of problems to 
EN ved by the "experts" in Vashington, D.C. There are thou- 
sands of additional units of government in the country who are 
puesal participants in the program. Who is going to work 

E c problems concerning their eligibility for funds, their 
fate entrance into the program, the effect it would have on 
funds received by Pie presentEy Participating governments, etc? 
Mee can be little doubt that this program, like all other gov- 
ernmental programs will experience growing pains, and the pres- 
cription for those pains will inevitably involve additional man- 


Meer and facilities, bureaucracy, if you will. 


mipernatiwes GO Revenue sharing 


ree a NS it 


Revenue sharing has often been presented as the only 
remaining hope for the salvation of our state and local govern- 
Pewee. It has already been pointed out in the discussion on 
taxes that most state and local governments are not even in need 
BN )vavion. And in those few ten where some assistance 
is required to allow governments at this level to function ef- 
meeoively, there are other methods to achieve this goal with 
Greater efficiency and a lesser expenditure of funds. 

lu cconplecely unjustitiacle to dispense funds to all 
EM of government, as the present prosram does, simply because 


However, there is 
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no easy solution to providing selective assistance simply be- 
Em 0o political considerations. Any method that could be 
Gevised would be opposed by some powerful interest groups. An 
Meee sbinf analysis of alternative ways of distributing Fed- 
eral funds was conducted by the Advisory Commission on Inter- 
governmental Relations (ACIR) in 1964. This commission, composed 
ENEDresentatives from the three levels of government, Federal, 
state, and local, was created by Congress in 1959 for the fol- 
lowing purposes: 

MITOS ive Critical attention to the conditions and 
controls involved in the administration of Federal 
grant programs. 

(2) To recommend within the framework of the Constitu- 
oS e desirable allocation of governmental 
functions, responsibilities, and revenues among 
vne several levels of government. 

(3) To recommend methods of coordinating and simpli- 
Tying tax laws and administrative practices to 
achieve a more orderly and less competitive fiscal 
relationship between the levels of government. 

The ACIR analyzed the following alternatives for dis- 

tributing Federal eer (1) The compensatory fiscal approach, 


Pere vwOould involve reduction in the Federal income tax, with 


the state and local governments presumably realizing the 


See bard F. Kaufran, "Recommendations of the Advisory 

Commission on Intersovernmental Relations and Earlier Govern-— 
E Umissions," Revenue Sharing and Itc Alternatives: 
EE ^ CT PRP onl] »Meralism? Report, youth Conr., Ist 
E o7. trepared ror tne Subcommittee on Fiscal Policy 
DNS. Consresz, Joint Economic Committee, Washington, D.C. 
Ex nc Printing Office, 1967, p. 210. 
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opportunity to raise their own taxes, (2) the tax credit option 
approach under which a more genersous write-off of state and oo 
local taxes toward payment of Federal income taxes is permitted, 
Ep with the intent of providing an opportunity to raise state 
and local taxes, (3) the tax sharing approach, a variation of 
the revenue sharing approach that was eventually adopted. Under 
this plan a designated percentage of Federal tax revenue would 
be distributed to the states on the basis of collection, (4) 

the unconditional grant approach under which the states would be 
left free to allocate the funds as they deemed best, (5) the 
conditional grant approach under which the Federal government 
would decide on the function to be financed, and (6) the direct 
federal expenditure approach under which the Federal government 
Mino Only decide on the function to be financed, but expend 
Euoney directly with no matching funds or participation from 
the state and local governments. 

The advantages and disadvantages of these various approaches 
and the political considerations thereof will not be discussed in 
any detail here. Suffice it to say that while it did not reject 
the concept of revenue sharing, the ACIR felt that other approaches 
should first be tried, with revenue sharing to be considered only 
if the other periods prove Meee ye Iimspartieular, Acıh 
gave strong support for the tax credit proposal and the Federal 


grant system, both conditional and unconditional. It emphasized 


“tbid., pp. 244-245, 
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that grants should be consolidated to achieve more efficiency 
Seemcltiminate fragmented programs, and most importantly, to 
EN rr differences in the states! relative fiscal capacities. 
ASTR also placed importance on maintaining the relation between 
Pe cano spending responsibilities at the local level, and 
Eu recard took the position that fiscal reform by local 
governments would give them additional funds by making more 
effective use of their own taxing powers. 

TU Can be seen, therefore, that alternatives to revenue 
Bons do exist that would put the money where the necessity 
ENbe demonstrated, but would not distribute funds to every 
EMEN! sovermnnent. At the same time, efficiency on the part 
Bra) FOVErnments would be encouraged and the concept of 
wonsi bility and accountability to the people would be main- 
Canned. 

nane on oi Taxatıon Efförts by State 
roca Oy er amenos 

As we have seen, the state income tax is not being used 
Me maximum extent possible in most areas. The increased use 
of ms an avowed goal of revenue sharing. This highlights 
e? paradox of the revenue sharing program. On the one 
EN L is claimed that most states are in desperate need of 
EN t5nee from the Federal government. Cn the other hand, the 


Ex uent explicitly recognizes the ability of the state 





HO 


En -rnments to raise substantial additional Revenge TI big 
Em an undue burden on the population of the state. The 
memeryoack" collection provision of the or ese expressly 
EBoxnowledEges that state governments are not doing enough to 
solve their own problems. 

mie revenue sharing bill also is designed to encourage 
Menal taxation effort at the local level. This was pointed 
Stein the discussion of the "three-factor formula" and the 
"five-factor formula" in Chapter V. Since the major source of 
EN U- 3L the local level derives from the property tax, the 
A mMplicitly encourages maintenance of taxation effort in this 
w This is in direct e with one of the goals of rev- 
Maring frequently expressed by President Nixon, that of 
Ep sns reliei from property taxes at the local level. 

The revenue sharing program abounds with paradoxes and 
inconsistencies. Revenue sharing was enacted at a time when 
eso vernments tere finally moving toward long needed change 
EN o!ve the problems of local governments within those states. 
In the area of education, for smile, an area that consumes 43 
percent of local budgets and in which 95 vercent of the local 
tax revenue for education is derived from property taxes, several 
BE courts (including California, Texas, Minnesota, and New 
Mersey) have issued decisions that may require states to provide 


i : 
E317! the costs of publie education. Presumably this would 


EM Uu end Cone. 2d Sess. (1972); Committee on 
EE ind cans, U.S. House of Revresentat ves, Report with 
C 1 
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Evo be accomplished through à state income tax, since the 
wS explicitly stated that linking education to property 
En n S Ccriminated against the soorer area. Why not let the 
Te Ourts complete its work in this regard? It is reasonable 
EubeUeve that the states ecould support public schools through 
Become tax, with local governments utilizing the property 


[memo provide other services. 





Cane Te yet 
CONCLUSIONS 


As finally enacted into law under the State and Local 
Fiscal Assistance Act of 1972, revenue sharing emerged as a 
type of "pork barrel" program designed to give maximum political 
benefit to Senators and Representatives in Congress. The case 
Porzrevenue sharing was built on several erroneous assumptions, 
the most important being that most state and local governments 
EM serious financial straits, and further, that they do not 
have the fiscal resources at their disposal for solving their 

Based on the limited number of personal interviews con- 
dueted with NS oí local governments, there appears vo be 
meee urgency in expending the funds received through the new 
revenue sharing program. Various newspaper and magazine articles 
tend to substantiate the belief that while revenue sharing funds 
Ec i!ee:fully accepted by state and iocal governments, as one 
EU expect, there is nothing to indicate that revenue sharing 


EDNDUePessory, in the vast majority of cases, for the continued 
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Revenue sharing as first proposed in the early 1960's 


EU reflected in President Nixon's first proposal to Congress 
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in 1969, was based on the concept of sharing, surplus revenues 
Nas ctate ana local governments on the basis of population and 
Euecdeprree to which their own tax resources were being utilized. 
meme became apparent that there was little chance of having 
EN UPpluses to share, Mr. Nixon embraced revenue sharing as 
Meme Of a deficit budget, but hoped to use this program as a 
Aele for consolidating the grant-in-aid Drog ranmnS tunder The 
w enal revenue sharing aspect of his plan. 

eres titi program contained the worst of both worids. 
EN wonwide Expectation had arisen, largely due to the intense 
Mane and public activity on the part of organizations of 
eure and local oificials, whereby manna from Washington would 
meme LO every community to enhance its lot without cost to anyone. 
Every apt economist's homily, "there is no such thing as a 
free lunch," was completely ignored in the great clamor for 
Wasnington to dispense its presumably endless largesse. As a 
NEL. a program was adopted for the debt-ridden Federal govern- 
ment to distribute $30 billion over a period of five years to 
ieee SOvernment which are by-and-large in much stronger fiscal 
EN on tian is Washington. Additionally, no economies in 
EE 3reas were realized,as the President had hoped. No sub- 
EN us! incersives were adopted to make state and local govern- 
More eszecitive and no restrueturineg of the many overlappins 


NeT cal 2 incc.ons was achieved. In short, everything is 
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poa ume as before, except that the Federal government is further 
BmEuebt. 

DTS ana Localice ta ls are happy Lo receive the money, 
BEN ure, but if they had the will and the wisdom to look at 
Meemenecionwide affects of revenue sharing, taking into consider- 
Oh sides of the ledger, there can be little doubt that 
EUM uc ageregate, the country is worse off for having adopted 
Mp rogram. The only way it could have improved the condition 
mere entire country would have been through the reorganization 
Seri icient units of government or by an overhaul of the tax 
E ccure. The Act of 1972 does neither. 

Some mileage from revenue sharing may yet be obtained by 
Eu sdent Nixon. Though it was not in the original scheme of 
MES. 1t appears now that the President may use revenue sharing 
as an excuse for cutting back on other programs. Mr. Nixon has 
E cved much publicity recently for his proposed dismantlement 
Of many "Great Society" programs adopted in the 1960's. The 
Administration could always point to revenue sharing as a means 
EN ocal sovernments to continue some of the programs for which 
funds are terminated. There have already been hints from Admin- 
con spokesmen that revenue sharing may be used to ease the 


at, 


DN or cutbacks ín other areas. 


nr pum a mw " u. vn S ^ 
yeso non Questions 


EM. oc er HOSDpUrTMr c reseasreh question, the in- 
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Be Venue a ev l help maımsaın the Status quo of 


ctaxation policies of state and local governments, at least for 


the five-year life established under the initial legislation. 


If revenue snaring becomes a permanent program after this trial 


mertod, 


merewors: 


Revenue 


RENS 1cpresomuohoeuecsussocantially. 


mats conclusion is based primarily on the following 


(1) Many local governments that could afford to reduce 
pares tasca Tesultl of revenue Sharing are not doing so 
for fear that the program may be terminated after five 
Meats, mecessitating a tax increase at that time. Most 
@iticials feel that the public is not clamoring for a 
Ban reauecion and will remain satisfied if taxes are 
kept at the present level. 


(2) Most officials interviewed asserted that a tax in- 
mese Would have Been necessary af revenue sharing had 
not been adopted when it was. While this is probably 
ae eee a SOM eases. Le e@ues indicave inat tax 
levels in most states and communities will remain at 
the present level. 


(3) While the 1972 Act does contain an incentive for the 
imereased tax effort of state and local government, the 
Ses no. alt une serons. For one thing, the 
eholce of two formulas ror distribution of funds allows 
those states without income taxes to choose the "three- 
factor formula” that does not penalize them. For an- 
Seger evel CeOoughn Doth Tormulas contain a General Tax 
Error Factor co reward those states collecting a higher 
meee @lla tax. uits factor is Not Strong enough in re- 
Lion" to other factors to encourage governments to take 
aal Tisi steo of increasing taxes. Lastly, 
it is incongruous for the Federal government to adopt 

a law that ostensibly encourages additional tax effort 
e rate aiid. local governments, and at the same time 
Meovl1des Mone, that obviates the need for the tax effort 
fast nas been encouraged. | 


lae ‘pigevoack" income tax collection feature of the 


Serie Bills not likely to stimulate additional use 
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of the state income tax. None of the states without an income 
tax are experiencing fiscal deficits at the present time. More- 
Over, in a preponderance of the states the budgetary outlook 
Memecne 19/3 legislative session is brighter than it has been in 
years. Unless some of the states decide to adopt a revenue 
eens plan of their own for distribution of state funds to 
local governments, an extremely unlikely event in view of the 
Mee@eral revenue sharing program, there should be no need for 
Mmiemeases in state income taxes. Some states may, however, 
masse vto utilize the services of the Federal government in col- 
Teeting state income taxes as provided by the "piggyback" feature, 
While retaining the present level of taxation. 

E orte state and local cevernments (in the vast major- 
ity of cases) are experiencing the combined blessings of a 
resurgent Enea devel oUjeoP demands for services from 
chezolder segment of the population, a decrease in school enroll- 
ment, and "free" funds from Washington in the amount of $30 
buon over a five year period. There is little reason to alter 
taxation policies for the foreseeable future. 

I!» nune Consgressional legislative process, the revenue 
Seema concept evolved as follows: 

(1) From a proposal to share surplus revenues, initially 


che amount of about $500 million per year, to a massive 
E 01003559 conce rn chaur perpard.vo budgetary deficits, 


”> 


with $5.3 billion available the first year. 


(2) From a proposal to channel all shared revenues through 
MS Tate coverrments. with the state fovernment retaining 
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ioe eee vto c'svctem oft direct prants from the Fed- 
Be over Lo each unit ©f lower rovernment, with 
NON ento receiving ome=third and local Fgowvern- 
Meneo rece vin Lwo=-thiris. 


Oe ona relativelo imple allocation plan wherein 
no moro CO tiem Cmecie basis of populatlon 
Aa EOL to a dual system oj complex plans under 
Ds arbe 2C LOLs Ol meli Less ob state income tax, and 
E eUNOUUlt LOM are usedsin addition to overall 
pasat dor ana overall. Lio eltort. 





Nena blanemrantingetunds to all units of govern- 
Meme wi wioue Strings, Losa compromise plan under which 
Mee cates have No restrictions, but under which local 
Fa emenes must use tnelr money Tor certain priority 
categories of expenditures. 


(5) From a plan that envisioned the sharing of a certain 
Brreentare ©: Federal revenues over an indefinite period 
Uum O one andere specific dollar amounts were 
appropriated over a specified period of time. 
(6) From a plan that favored rural areas to one that 
Manos everyone, due to tHe two allocation iormulas avil- 
able, In reaiity, suburban areas are not particularly 
lE um CLener On Cie formulas, whereas rural areas 
eremcore Cities boUn are, depending on the formula 
select Lome 
All the changes discussed in the preceding paragraph 
entailed political trade-offs and compromises between the exec- 
Ie rana legislative branches, and between various factions 
E c oCongnPess. In general, the House advocated features that 


mero benefit the more populous urban regions, while the Senate 


had the more rural interests at heart. Also, the House advocated 


+ 
w 


o 


EMEN e =strictions on the use of funds, whereas the Senate was 


Ms 


} 


e 


bo 
= 
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og ENDE 7 rund Vivnoucyrvestricvion on their usage. The 
E rou-cht vigorousiy to include incentives for the use of 
EN income taxes, while the Senate objected to this goal and 


EN cg to water-lovn this provision considerably. 
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Enero "one polnteeer umssnimbty between the Hous 
MN ute, hovever. Both favored direct distribution of funds 
MN un:t Of government, rather than frantine the state gov- 
DOS Control over funds earmarked for local governments, as 
BEN sideont had proposed. Additionally, both arreed that local 
ments Should receive the majority of the money, whereas 
Meee resident's plan would have granted the majority to the 
Mmemeemrovernments. The House and Senate both employed similar 
dues to avoid giving control of the legislation to the 
Pere and Senate Appropriations Committees and to avoid the 
necessity for annual appropriations procedures. 

Eu cono OU Ene eHouscewand tne Senate refused to 
Berger vhat was probably the most intelligent and farsighted 
woal made during the whole legislative process: the pro- 
feo Of the aborted Humphrey—-Reuss plan of 1971 that would have 
Emr ed State and local govermments to enact master plans for 
wM zacion prior to varticirating in revenue sharing. If 
E nal revenue sharing legiziation had contained à provision 
EM  -nizat3on of local governments to eliminate some of the 
overlapping functions, perhaps it would have been worth the $30 
meS On tnat is to be handed out. 

Icone cusmiupEpPornppam appears to be functioning 


Ep onu be proprram-ts- concerned. 
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E o5 of rer;ion2l1 meetinrs has been conducted by the Office 


Nenas -barinr to acjuainc officials of state and local 
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END E SS ta ene regulations aná procedures established by 
Bee Act. Olficiale interviewed seemed to be well informed 
EE r5 Cicely responsibilities under the act. The machinery 
E ched to administer the program is viewed favorably by 
E 007f1cials, and the amount of governmental "red tape" has 
been held to a minimum. 

Pee] cute clear that the local governments are using 
revenue sharing funds for projects of limited duration or 
Ex itat expenditures, i.e., for procEprams that will not require 
iu over a long period of time. There is considerable doubt 
in the minds of the mayors and city managers that revenue sharing 
DU be extended after the initial five-year lad They are 
"Dlaying it safe" and planning expenditures in such a way that 
mon can be kept at the present level. Revenue sharing has 
Eu ure enabled governmental units to buy new equipment, erect 
ES UIdinges, Or pave new streets, all projects that would 
E 5e have not been accomplished. Many governments have 
Ex nis for prol;ects that clearlyare not "must" items. The 


Vo cu ust 1S using its 


ri 
roms 


robab 
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Wee et taprant example is 
EO renovate the polf course. 

IM 0 revenue Sharing has permitted communities 
Ese "nice to have" projects, but few seem to have 


More money fcr "absolutely essential" projects. 
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SUMMARY OF INTERVIEWS CONDUCTED WwiTH 
GERICTALS OF LOCAL GOMERNMENT 

Mas ville, Florida (population ou uL) 
Nu ntervieved: City Manager, Mr. B. Harold Farmer 
EN interview: December 20, 1972 

nes valles a rapidi; rovin City in central Florida 
NEUSS doubied its population in the last decade. The city 
receive approximately £807,248 in the first two checks, 
E s oniy a month apart. Gainesville intends to use its 
Memeye 1Or capital improvements and a few programs that will 
x limited Jife and a specific date established for their 
Melee. The intentíon is to avoid any program that would re- 
Ae cundins from local resources in the event revenue sharing 
uw smninated after the initial five year period. 


* 
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p ra 


Hj 
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extremely Cordi nen elprul, as vell as 
E nd open, during the interview. He stated that his 

meee ts Will be directed not only to the wise expenditure of 
Bands received, but also for building a case for extend- 

EM  vonue sharins beyond the present five year life estab- 
iu by the 1972 act. He feels this is particularly neces- 
Bern that the Conrressman representing Gainesville's dis- 


Id not sunrortr the present revenue sharing bill. 


als 
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E E ON] noe arily amy or ume funds toward a 
Ey vax reduetion. The two major reasons for this are 
NN c; 23-:vc10n were could be reduced only by such a small 
EU (approximately 3.4 mill) that the individual taxpayer 
m Euasrdly fecl the benefit thérefrom, and it is feared 
Boa tax cut nov would necessitate a tax increase in five 
E! revenue sharing is not extenced. 

10 ea peared tol be a.eru, Manager very much attuned 
EN Limes. He stated that a portion of the city's revenue 
EU money would be spent to Finance a study on bond funding 
EUNor a system of program evaluation. He feels that the rules 
E Uu. expenditure of revenue sharing funds and the administrative 
Meeeeoures involved are easy to PONE with, but he is wary of 
Ecole that GAO might play. Mr. Farmer also fears that the 
weal government might use revenue sharing as an excuse to 
uu! other assistance such as grants-in-aid. 


EEUU County, Florida (population 104,764) 
Iu interviewed: Coordinator, Office of Federal Aid 
LIO [DE D. NOT maLa COC 
EO interview: December 20, 1972 
PC we OUNL 1S the County in which the city of 
lle is located, Gainesville being the county seat and 
EN "city. alachua County is one of the few governmental 


NU veyed tnat intends to eifect an actual tax reduction 


EM venue Ssnarins funds. Quite a few other units indicated 
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ENS cvenue Sharing had obvläated the necesstty of imposinn 
EN CU taxes, but only a few envisioned an actual reduction. 

be. Latoe indicated that the tax reduction to be realized 
EN re apparent than real, and that it was politically inspired 
Er than a matter of sound fiscal policy. About one-third of 
Es evenue sharing funds will po for property tax relief, but 
E  :-eof taxation will decline by less than one mill as a 
meee OL this action. The tax reduction results primarily from 
ENSSIO/2 elections in which two of the five er on the Alachua 
Pomauy Commission were to be filled. Both winning candidates 
E ucanmpaipgned on the promise to use revenue sharing funds for 
re cuction. After taking office, these two candidates were 
BEN ELO persuade a third Commissioner to join them in voting for 
Dax cut. 

Alachua County has not decided on the exact use of the 
Numine two-thirds of the revenue sharing funds, but it is 
E cred that the money will be spent primarily on capital 
E uUditures, mostly road construction and maintenance. 


es ville, Alabama (population 137,802) 
Person interviewed: Mayor Joseph Davis s 
Date of interview: December 22, 1972 

Huntsville is a city that has experienced phenomenal 
Em since World kar II. Ten years ago the population was 


meme, O00 and twenty years ago, about 15,000. This growth 


EN ulted in 8 tremerdous expansion of governmental services. 





EMEN U^ bas also frown accord‘mel;, so the city has been 
ume cope fair]v well with its exnanslion. 

ee vi te oe not wet decided How its funds will be 
Sets (Loro will be no property tax Peduction. The city 
Meee tO be taking its time before making any definite commit-— 
Eu In the meantime the money has been deposited in an in- 
Meee —DeaATIne, account, where it will probably remain a vear or 
Before being used. 
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Memeese lie, Alabama (population 7,355) 
En cuntervieved: Ms. Sarah S. Keseker, City Clerk 
Date of interview: December 26, 1972 

Berrserlle plans to avoid using any funds for programs 
NS cinuiane nature. Funds from the first tio checks are 
EN used for street improvement, a new road grader, and a 
m seump truck. 

Eee rer had recently attended a regional meeting 
tanta, Georgia, held by officials of the Office of Revenue 
memes, a new division of the Treasury Department. Officials 
Bea) fovernments were advised to proceed on the assumption 
NN evenue sharins vrould terminate at the end of the first 
five year period. This seemed to be based on conservative man- 


EN rather than on any specifieo information as to the future 


- 


END sue Sharir. Mr. keseser stated that there seems to be 


EM") MOO anonn city and town officials that revenue sharing 
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pu siford a breather for five years, and after that everyone 
E cbe on hls owrt. 
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Decatur, Alabama (population 38,044) 
Petsson interviewed: Mayor Russell Bolding 
Date of interview: December 26, 1972 

The Mayor said that there was no intention to reduce 
taxes through the. use of revenue sharing funds. Decatur has a 
Very moderate tax rate and there is no clamor by the citizens 
Mere” cto cut taxes using these funds. The money for the first 
meme necKS are not to be placed in the general revenues budget, 
but will be shown as a supplement to the regular budget. The 
funds are to be used for ee presently underfunded depart- 
ments, primarily in the area of capital expenditures for street 
Mo vements, new fire department equipment, and drainage projects. 
Some of the money, however, will be applied to programs of a 
continuing nature. The Mayor is wary of funding permanent-type 
programs with revenue sharing funds, but believes this is necessary 
Ix ome extent. 


NECSon. Arizona (population 262,933) 
Person interviewed: Mr. Clifford W. O'key, City Manager 
Date of interview: January 3, 1973 
Meson will use all of its revenue sharing funds from 
the first two checks (about $4,000,000) for the improvement of 


streets. Pending project design and the awarding of contracts, 


the money has been invested in a trust fund at 6 percent interest. 
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ine Caty Manager stated that Tucson would definitely 
Eod committing revenue sharing funds to programs of a con- 
meee nature. Funds in the remaining four years of the 
Menam wlll be committed to capital expenditures, primarily 
Meeeces improvements and sewage systems. No tax reduction is 
ues oned. Tucson sees the opportunity to finance street im- 
provements that would have otherwise have been postponed for a 
Mec ime, and this is considered more pressing than a tax cut. 
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Sante Fe, New Mexico (population 41,167) | 
E onenterviewed: Mr. Antonio Lopez, City Finance Director 
Date of interview: January 4, 1973 

Sane Fe is a city with a rather stable population. Its 
Brobilens are mostly those of an older city, rather than those of 
BEES SPSdiy expanding community. The city has made no definite 
mene for using its revenue sharing funds, but there will be no 
tax cut. Programs of a permanent nature will be avoided as much 
as possible. Sane Fe intends to wait several months before 
making a decision concerning use of this money. The city wants 
to be sure that funds from other Federal programs are going to 
meme intact before it commits itself on the revenue sharing 
funds. 
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Bast Granby, Connecticut (population 3,532) 
E uentervieved: Mr. William Meyer, First Selectman 
Date of interview: January 19, 1973 
East Granby is a small town situated halfway between 


Premera and Springfield, Massachusetts. Mr. Meyer stated 
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US Core mario funds, a local proporty tax In- 
E Gd Lave Veen necuscary. With these funds, the tax 
Eu will be held at the present level, or possibly reduced 
Eu Uout one mill. 

mae town has plans to use revenue sharing funds for cap- 
Me xpenditures that had already been planned. There include 
a ccruek for road construction, a new police cruiser, and 
E ill scales for the town dump. East Granby is skeptical 
meee tne long range future of the revenue sharing program. 


Se ld, Connecticut (population 8,634) 
meeeomeinverviewed: fr. Daniel Sullivan, First Selectman 
Eu interview: January 19, 1973 

tee oul livan also asserved that a tax increase would have 
MEC essary had revenue sharing not been adopted. Taxes 
will not be reduced, but the anticipated increase will not take 
mE The town's funds will be used to finance capital ex- 
p cures that were already planned. These expenditures in- 
EE Coney for a new garage, a drainage system, and partial 
ieee of a new bridge. 
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ISO? Locks, Connecticut (population 15,080) 

MN interviezed: Mrs. Irma M. Olivi, Town Clerk, January 19, 
1905 

Maso LOCKS plans to use about half of its funds Tor 

EU  dueviion, e reflection of the skeoticism with which it 


che future of revenue sharing. The remaining half will 


NS Tor capital expenditures, although the specific programs 





E not «et boen selected. Mrs. Olivi credits revenue sharing 
Ia Vins Stabilized the local tax situation, but states that 
EN n 35 proceeding on the assumption that this is only a 
Memoorary source of funds, 


by, Connecticut 
EN uu iricerviewed: Mr. Donald Flannery, Chief Administration 
Ori acer 

Peeenwinterviewed: January 19, 1973 

Por the time being Granby has invested its money in an 
iänterest-bearing trust fund. Plans call for spending the money 
IDO? a year. The funds will be used for the purchase of new 
radio equipment for police and town trucks, addition of another 
Bpuotman to the town police rorce, and partiai financing of 4a 
Bn Drary. Mr. Flannery credits revenue sharing for allowing 
EE 1 «o Maintain its present level of property taxation. 


ENUSbuPry, Connecticut (population 17,457) 
Eg interviewed: Mr. Russell Shaw, First Selectman 
Date of interview: January 26, 1973 

mT bury is a very affluent town, a suburban commuter 
MCa oí Hartford. Simsbury's planned use of revenue 
Sees ferds is in marked contrast to the plans of most officials 
meee viecwed. It will use most of its funds to finance new pro- 
Em of 23 continuing nature. Very little will be spent on 
Bar 3wbnrovements and none at all for tax reduction. The 


moore: am to be funded include enlargement of the police 


EN um stail, hiring of additional employees for the highway 








M e , u ^A d- . P > s ^09 y r - .r en 3 i z 
MN As tik Tin ol 2 new finance director. These prorrams 


Seem Ure continuous funding, whether or not revenue sharing 


Benetton, Connecticut (ropulation 31,952) 
Eon interviewed: Favor Frederick Daley 
Date of interview: January 26, 1973 

Dale plans to use Terrin on's money tor capital 
expenditures that were already planned. He states that these 
programs would have been accomplished eventually anyway, but 
meme venue sharing has enabled the town to speed up its schedule 
Bu npleting them. The funds «ill be used for a new garage, 
Sion of storm and sanitary sewers, and bridge and highway 
repairs. llo money will be applied toward a tax reduction. 


EN Spee, Masachusetts (population 66,676) 
EN ntervieved: “Y. Norman 2j. Ritehott, City Auditor 
Eoi inverview: February 2, 1973 

Pomme 8 CCOOLL Explained tap wavnour revenue sharing 
funds the city of Chicopee would have experienced a substantial 
increase. An estimated two-thirds of the funds will go for 
Nao ilization, and the remainder wild be used for capital ex- 
Ex upres in the publie safety, environmental protection and 
EN c transportation areas. 

meme City realizes that if revenue sharing, is terminated 


Na rs irom now, there will nave to be a property tax increase. 
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Meee ES 200€ concern tnat a tax increase may Le necessary in 
EE |" IRC 11 Federal fur of other programs is curtalled, 
EN he rumor-miils surest. 


menester, Connecticut (population 47,994) 
Non interviewed: Mr. Thomas Moore, Comptroller 
Meee Of interview: February 2, 1973 
Boc toro anehesuver'i15 usime its revenue Sharing 

NS for an unusual type of investment. There has been increasing 
Bern that the city's shopping area is losing too much business 
pe fe nboring towns, especially Hartford, due to its poor ac- 
ability. Therefore, Manchester intends to revitalize the 
main shopping er PTS ponce ones narins money Gor nen 
sidevalks and highway improvements. The city feels that improving 
Meeeeaucomobile and vedestrian access fo the shonninge areas will 

ons ranze business and tax benefits that make this invest- 
M tractive. There had been some consideration of Floating 
IN issue To finance this project, but the receipt of revenue 


En funds has obviated this necessity. 


Br attleboro, Mermone (population 12.230) 
Boon int erviewed: LPR COn o. Eus stsioanamger 
MENO interview: February 2, 1973 


DEM c |-—oxolormed vias alison in Vermont are re= 
Seemed bY a recent state law to change to a fiscal year accounting 
Seem (July 1-June 30) no later than July 1, 1977. Whenever the 


Bro this new system is made, it will be necessary for the 


uv 





ENS budret to eover an 18 month perlod, January throurh sure, 


-4 


Bee en Fiscal year. Xp. Lluoll sces revenue caring as 
M ect venicle for Brattleboro to use in making, the chanre- 
ere ore, the town has adopted a plan for making this 
Mae on July 1, 1973, and a budget has been submitted that will 
Peete period January 1, 1973 - June 30, 1974. All the rev- 
Eum sharing funds to be received UU PO QUAN cas period 
Berne used to cover the extra six months. 

For the years of revenue sharing remaining after this 
budgetary shift has been completed, the town will probably use 
MN Unds for capital expenditures. It does not expect the 
Mam to become permanent. 
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Woodstock, Vermont (population 2,608) 
EN nbteprvievsed: Mr. Sidney C. Smith, City Manager 
E! interview: February 2, 1973 

Miwon tn stated that the town of Woodstock plans to 
eee Of its revenue sharing funds on capital expenditures, 
ly a new fire station. Woodstock, like most towns, wants 
Ed any new continuing prorcerans in the event the revenue 
EDUC program is not extended after five years. 

B aw Utlare-of$ Woodstock, a separare governmental entity, 
Ne uitch which ur. Smith is familiar, plans to use about 
Memeo. its funds for the reduction of property taxes. The town 
EN dstock will use none of its funds for this purpose. 
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Beier, new Hames hare (Coonulation 30,022 
ENS C utervicvcrB: "rs. See jori«e B. Foote, City Clerk 


Bor intervieu: Fetruary 2, 1973 


EM oorr? explained that Concord" 'a not Fettinr as much 
Mas originally expected. Like most other cities, Concord 


Bo use its money for ronrecurring expenses. This is to be 
pl ished by applying the money to the current budget to pay 
MESI tal expenditures already planned. There will be no new 
programs. Concord would definitely have had an increase in the 
Property tax if revenue sharing funds had not been received. 
EE Ninpshire is the only state in the U.S. with no broad based 
pouce of revenue, OXOGODLEDODECES oM DP c ana some minor 
Eu uuess taxes. It has neither a statewide sales tax nor a 
Meera! income tax. As such, the cities in the state do not 
participate in the sharing of sales tax revenues as do many 
Em 5 of States having this kind of tax. 

Concord considers that revenue sharing has been of immense 
Emm o che city in allowing it to meet its obligations without 
EE Derty tax increase. 
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EN Srtfoprd, Connecticut (population 57,583) 
uo intervieved:  Layor Richard Blackstone 
Eo! interview: February 21, 1973 

Serprisingly, Mme. Blackstone Stated that East Hartford 
END Poal need for revenue sharinp funds. East Hartford is a 
Bench a lot of heavy industry, and à substantial amount of 


Ee is derived from this source. The city has one of the 


EU .ox races if she state, with a 65 percent level of evaluation 





ee 


and a 42.5 millage rate. Even though it enjoys this low tax 
meee (low for Connecticut), East Hartford will use part of its 
Bevenue sharing funds for a tax reduction of 3-5 mills. There 
m zno particular plans at the present time for the remainder of 
the money, but it will go for capital expenditures. A portion 
of it may be used for the purchase of police and fire department 
equipment. Until definite T are made, the money will remain 
in an interest-bearing account. 


New Haven, Connecticut (population 137,707) 
Person interviewed: Mr. Everett Shaw, Director of the 
Planning and City Development Commission 

Date of interview: February 21, 1973 

New Haven is particularly worried about the possibility 
EM U5ocks in other Federal programs. Tnis interview was con- 
ducted at the time that much publicity was being drawn to the 
subject of revenue sharing as a means of effecting a reduction 
of grant-in-aid programs, etc. Mr. Shaw stated that revenue 
sharing funds are badly needed for New Haven to meet its respon- 
Sabilities without a tax increase. The city already has one of 
the highest rates of taxation in the state. 

Until the overall subject of Federal funding is clarified, 
Bm xc4sty 3s making no definite plans for the expenditure of 
funds. However, a decision will be necessary before the new 


fiscal year begins in July if a tax increase is to be avoided. 


Revenue sharing funds will definitely not be used for a tax cut. 








EN NE ilold, Sema>=c: cut (population 20,62) 
Meee er View els Or. hLalrh Decantis, Teen Manager 
eee intvervic.: February 21, 1973 

D tis does not believe that revenue sharing de= 
Eu ali the favorable publicity it has been receiving. He 
Be vhole pro,;ramnm as &n inczidious plan to cut back Federal 
Em ams in other areas, with revenue sharing being used as a 
EN crecen. le also fears tnat the regulations applying to 
Me evenue sharing program will grow. 

Despite this pessimism (or perhaps realism), Mr. Desantis 
EL. ihe present receipts for stabilizing the town's budget. 
E »5field has a high tax effort, one of the factors in the 
n ubution formula, and as a result is receiving more money 
Bet Tomas its size. The budget ineludes a relatively high 
EE so! capital expenditures, so revenue sharing funds will be 
Ie cea tovard this usage. 


Mera, Connecticut (population 158,017) 
Meee intervieved: «ar. ciuward i. Curtin, City Manager 
EN ntervieved: February 21, 1973 

Pero |G USI Cart Of 40S pevenue sharing funds to 
E OVE the planning and managerial functions of the city gov- 
meets. This voney will underwrite the cost of initiating a 
I -Ponre financial planning unit which will monitor cash flows, 


NS O invesiment senedules for the city treasurer, and perform 


$ 


IS ae financial planning., An additional senior analyst will 


blo 
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meme to study the cash-flow probl@ms in an effort to relieve 


Maternal cudit staff. This prorram is obviously one of a 
E unuinm- nature. 

Some of the remaining funds will be used for capital ex- 
Meo, primarily equipment for the fire ana police depart- 
MOS. A portion of the money will be used in various adminis- 
ron areas, particularly in the police department. At least 
ENS! che total revenue sharing funds will be used for programs 
Mil recuire continuous funding. Hartford is giving par- 
ear emphasis to expanding and improving the police depart- 


parana for upgrading the quality of city management. No rev- 


Te aring Zzunds will be applied toward a tax cut. 
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